
KKR CREDIT OPPORTUNITIES PORTFOLIO

STATEMENT OF ADDITIONAL INFORMATION

KKR Credit Opportunities Portfolio (the “Fund”) is a diversified, closed-end management investment company that continuously offers its

shares (the “Shares”) and is operated as an “interval fund.” This Statement of Additional Information does not constitute a prospectus but

should be read in conjunction with the prospectus relating thereto dated February 28, 2022, as amended. This Statement of Additional

Information does not include all information that a prospective investor should consider before purchasing Shares, and investors should

obtain and read the prospectus prior to purchasing such Shares. A copy of the prospectus may be obtained without charge by calling toll-

free (866) 514-4499. You may also obtain a copy of the prospectus on the Securities and Exchange Commission’s (“SEC”) website

(http://www.sec.gov). Capitalized terms used but not defined in this Statement of Additional Information have the meanings ascribed to

them in the prospectus.

This Statement of Additional Information is dated February 28, 2022, as amended March 16, 2022.
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INVESTMENT OBJECTIVE

The Fund’s investment objective is to seek to provide attractive risk-adjusted returns and high current income. There can be no assurance

that the Fund will achieve its investment objective.

INVESTMENT RESTRICTIONS

Fundamental Restrictions

The following are fundamental investment restrictions of the Fund and may not be changed without the approval of the holders of a

majority of the Fund’s outstanding voting securities (which for this purpose and under the Investment Company Act of 1940, as amended

(the “1940 Act”), means the lesser of (i) 67% or more of the Fund’s voting securities present at a meeting at which more than 50% of the

Fund’s outstanding voting securities are present or represented by proxy or (ii) more than 50% of the Fund’s outstanding voting securities).

Except as otherwise noted, all percentage limitations set forth below apply immediately after a purchase and any subsequent change in any

applicable percentage resulting from market fluctuations does not require any action. With respect to the limitations on the issuance of

senior securities and in the case of borrowings, the percentage limitations apply at the time of issuance and on an ongoing basis. The

Fund’s fundamental policies are as follows:
 

 
1. Borrowing Money. The Fund will not borrow money, except to the extent permitted under the 1940 Act, as such may be

interpreted or modified by regulatory authorities having jurisdiction, from time to time.
 

 
2. Senior Securities. The Fund will not issue senior securities, except to the extent permitted under the 1940 Act, as such may be

interpreted or modified by regulatory authorities having jurisdiction, from time to time.
 

 

3. Underwriting. The Fund will not act as an underwriter of securities within the meaning of the Securities Act of 1933, as

amended, except to the extent permitted under the 1940 Act, as such may be interpreted or modified by regulatory authorities

having jurisdiction, from time to time.
 

 
4. Concentration. The Fund will not “concentrate” its investments in an industry, except to the extent permitted under the 1940

Act, as such may be interpreted or modified by regulatory authorities having jurisdiction, from time to time.
 

 
5. Real Estate. The Fund will not purchase or sell real estate, except to the extent permitted under the 1940 Act, as such may be

interpreted or modified by regulatory authorities having jurisdiction, from time to time.
 

 
6. Commodities. The Fund will not purchase or sell commodities, except to the extent permitted under the 1940 Act, as such may

be interpreted or modified by regulatory authorities having jurisdiction, from time to time.
 

 
7. Loans. The Fund will not make loans to other persons, except to the extent permitted under the 1940 Act, as such may be

interpreted or modified by regulatory authorities having jurisdiction, from time to time.

The following are interpretations of the fundamental investment policies of the Funds and may be revised without approval of the Fund’s

shareholders (“Shareholders”), consistent with current laws and regulations as such may be interpreted or modified by regulatory

authorities having jurisdiction, from time to time:

Borrowing Money. Under current law as interpreted by the SEC and its staff, the Fund may borrow from: (a) a bank, provided that

immediately after such borrowing there is an asset coverage of 300% for all borrowings of the Fund; or (b) a bank or other persons for

temporary purposes only, provided that such temporary borrowings
 

1



are in an amount not exceeding 5% of the Fund’s total assets at the time when the borrowing is made. This limitation does not preclude the

Fund from entering into reverse repurchase transactions, provided that the Fund has an asset coverage of 300% for all borrowings and

repurchase commitments of the Fund pursuant to reverse repurchase transactions.

Senior Securities. Senior securities may include any obligation or instrument issued by an investment company evidencing indebtedness.

The Fund’s limitation with respect to issuing senior securities is not applicable to activities that may be deemed to involve the issuance or

sale of a senior security by the Fund, provided that the Fund’s engagement in such activities is consistent with or permitted by the 1940

Act, the rules and regulations promulgated thereunder or interpretations of the SEC or its staff. In particular, the SEC and its staff currently

have interpreted the 1940 Act and developed an approach that allows a Fund to “cover” certain transactions that create leverage or enter

into offsetting transactions to avoid causing such leveraged transactions to be deemed senior securities. In connection with the adoption of

Rule 18f-4 under the 1940 Act (“Rule 18f-4”), the SEC eliminated this cover framework, as discussed herein, effective at the time that the

Fund complies with Rule 18f-4, which will be required in August 2022.

Underwriting. Under the 1940 Act, underwriting securities generally involves an investment company purchasing securities directly from

an issuer for the purpose of selling (distributing) them or participating in any such activity either directly or indirectly. The Fund’s

limitation with respect to underwriting securities is not applicable to the extent that, in connection with the disposition of portfolio

securities (including restricted securities), the Fund may be deemed an underwriter under certain federal securities laws.

Concentration. Under current SEC and SEC staff interpretation, the Fund would “concentrate” its investments if more than 25% of the

Fund’s total assets would be invested in securities of issuers conducting their principal business activities in the same industry. For

purposes of this limitation, there is no limit on: (1) investments in securities issued or guaranteed by the U.S. government and its agencies

and instrumentalities or securities of state and municipal governments or their political subdivisions, in repurchase agreements

collateralized by U.S. Government securities, or in tax-exempt securities issued by the states, territories, or possessions of the United

States (“municipal securities”), excluding private activity municipal securities whose principal and interest payments are derived

principally from the assets and revenues of a non-governmental entity (which will be subject to restriction 4); (2) investments in issuers

domiciled in a single jurisdiction provided that the Fund does not invest greater than 25% in a particular industry; or (3) certain asset-

backed securities that are backed by a pool of loans issued to companies in a wide variety of industries unrelated to each other such that

the economic characteristics of such a security are not predominantly related to a single industry to the extent permitted by the 1940 Act.

Notwithstanding anything to the contrary, to the extent permitted by the 1940 Act, the Fund may invest in one or more investment

companies; provided that, except to the extent the Fund invests in other investment companies pursuant to Section 12(d)(1)(A) or (F) of

the 1940 Act, the Fund treats the assets of the investment companies in which it invests as its own for purposes of this policy.

Real Estate. The 1940 Act does not directly restrict an investment company’s ability to invest in real estate but does require that every

investment company have a fundamental investment policy governing such investments. The Fund’s limitation with respect to investing in

real estate is not applicable to investments in securities or mortgages or loans that are secured by or represent interests in real estate. This

limitation does not preclude the Fund from purchasing or selling mortgage-related securities or securities of companies engaged in the real

estate business or that have a significant portion of their assets in real estate (including real estate investment trusts).

Commodities. The 1940 Act does not directly restrict an investment company’s ability to invest in commodities but does require that every

investment company have a fundamental investment policy governing such investments. The Fund may hold commodities acquired as a

result of ownership of securities or other investments. This limitation does not preclude the Fund from purchasing or selling options or

futures contracts, from investing in securities or other instruments backed by commodities or from investing in companies that are engaged

in a commodities business or have a significant portion of their assets in commodities.
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Loans. Under current law as interpreted by the SEC and its staff, the Fund may not lend any security or make any other loan if, as a result,

more than 33 1/3% of its total assets would be lent to other parties (this restriction does not apply to purchases of debt securities or

repurchase agreements). Subject to this limitation, the Fund may make loans, for example: (a) by loaning portfolio securities; (b) by

engaging in repurchase agreements; (c) by making loans secured by real estate; (d) by making loans to affiliated funds as permitted by the

SEC; or (e) by purchasing non-publicly offered debt securities. For purposes of this limitation, the term “loans” shall not include the

purchase of a portion of an issue of publicly distributed bonds, debentures or other securities.

Portions of the Fund’s fundamental investment restrictions (i.e., the references to “except to the extent permitted under the 1940 Act, as

such may be interpreted or modified by regulatory authorities having jurisdiction, from time to time”) provide the Fund with flexibility to

change its limitations in connection with changes in applicable law, rules, regulations or exemptive relief. The language used in these

restrictions provides the necessary flexibility to allow the Board of Trustees of the Fund (the “Board”) to respond efficiently to these kinds

of developments without the delay and expense of a Shareholder meeting.

Repurchase Offer Fundamental Policy

The Board has adopted a repurchase offer fundamental policy resolution setting forth the Fund’s fundamental policy that it will conduct

quarterly repurchase offers. This fundamental policy may be changed only with the approval of a majority of the Fund’s outstanding

voting securities, including a majority of any holders of preferred shares voting separately as a class. The Fund is required to offer to

repurchase between 10% and 25% of its outstanding Shares with each repurchase offer.

Non-Fundamental Restrictions

The Fund’s investment objective and investment strategies are not fundamental and may be changed by the Board without Shareholder

approval. The Fund will provide Shareholders with at least 60 days’ notice prior to changing the policy to invest, under normal

circumstances, at least 80% of its Managed Assets in credit-related instruments. “Managed Assets” means the total assets of the Fund

(including any assets attributable to borrowings for investment purposes) minus the sum of the Fund’s accrued liabilities (other than

liabilities representing borrowings for investment purposes).
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INVESTMENT POLICIES AND TECHNIQUES

The following information supplements the discussion of the Fund’s investment policies and techniques in the prospectus and does not, by

itself, present a complete or accurate explanation of the matters disclosed.

Bank Loans and Participations

The Fund’s investment program will, from time to time, include significant amounts of bank loans and participations. These obligations

are subject to unique risks, including (i) the possible avoidance of an investment transaction as a “preferential transfer,” “fraudulent

conveyance” or “fraudulent transfer,” among other avoidance actions, under relevant bankruptcy, insolvency and/or creditors’ rights laws,

(ii) so-called “lender liability” claims by the issuer of the obligations, (iii) environmental liabilities that may arise with respect to collateral

securing the obligations, (iv) limitations on the ability of the Fund to directly enforce its rights with respect to participations and (v) the

contractual nature of participations where the Fund takes on the credit risk of the agent bank rather than the actual borrower.

The Fund will, from time to time, acquire interests in loans either directly (by way of assignment) or indirectly (by way of participation).

The purchaser of an assignment typically succeeds to all the rights and obligations of the assigning institution and becomes a contracting

party under the loan agreement with respect to the loan; however, its rights can be more restricted than those of the assigning institution.

Participations in a portion of a loan typically result in a contractual relationship only with the institution participating out the interest and

not with the obligor. The Fund would, in such a case, have the right to receive payments of principal and interest to which it is entitled

only from the institution selling the participation, and not directly from the obligor, and only upon receipt by such institution of such

payments from the obligor. As the owner of a participation, the Fund generally will have no right to enforce compliance by the obligor

with the terms of the loan agreement or to vote on amendments to the loan agreement, nor any rights of set-off against the obligor, and the

Fund will not, from time to time, directly benefit from collateral supporting the loan in which it has purchased the participation. In

addition, in the event of the insolvency of the selling institution, the Fund will, from time to time, be treated as a general creditor of such

selling institution, and will not, from time to time, have any exclusive or senior claim with respect to the selling institution’s interest in, or

the collateral with respect to, the applicable loan. Consequently, the Fund will assume the credit risk of both the obligor and the institution

selling the participation to the Fund. As a result, concentrations of participations from any one selling institution subject the Fund to an

additional degree of risk with respect to defaults by such selling institution.

Senior Loans

Senior secured floating rate and fixed-rate loans (“Senior Loans”) are typically originated, negotiated and structured by a U.S. or foreign

commercial bank, insurance company, finance company or other financial institution (the “Agent”) for a group of loan investors (“Loan

Investors”). The Agent typically administers and enforces the Senior Loan on behalf of the other Loan Investors in the syndicate. In

addition, an institution, typically but not always the Agent, holds any collateral on behalf of the Loan Investors.

Senior Loans primarily include senior floating rate loans to corporations and secondarily institutionally traded senior floating rate debt

obligations issued by an asset-backed pool and interests therein. Loan interests primarily take the form of assignments purchased in the

primary or secondary market. Loan interests may also take the form of participation interests in a Senior Loan. Such loan interests may be

acquired from U.S. or foreign commercial banks, insurance companies, finance companies or other financial institutions who have made

loans or are Loan Investors or from other investors in loan interests.

The Fund will, from time to time, purchase “assignments” from the Agent or other Loan Investors. The purchaser of an assignment

typically succeeds to all the rights and obligations under the Loan Agreement (as defined herein) of the assigning Loan Investor and

becomes a Loan Investor under the Loan Agreement with the same
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rights and obligations as the assigning Loan Investor. Assignments may, however, be arranged through private negotiations between

potential assignees and potential assignors, and the rights and obligations acquired by the purchaser of an assignment may differ from, and

be more limited than, those held by the assigning Loan Investor.

The Fund also will, from time to time, invest in “participations.” Participations by the Fund in a Loan Investor’s portion of a Senior Loan

typically will result in the Fund having a contractual relationship only with such Loan Investor, not with the borrower. As a result, the

Fund will, from time to time, have the right to receive payments of principal, interest and any fees to which it is entitled only from the

Loan Investor selling the participation and only upon receipt by such Loan Investor of such payments from the borrower. In connection

with purchasing participations, the Fund generally will have no right to enforce compliance by the borrower with the terms of the Loan

Agreement, nor any rights with respect to any funds acquired by other Loan Investors through set-off against the borrower, and the Fund

may not directly benefit from the collateral supporting the Senior Loan in which it has purchased the participation. As a result, the Fund

will assume the credit risk of both the borrower and the Loan Investor selling the participation. In the event of the insolvency of the Loan

Investor selling a participation, the Fund will, from time to time, be treated as a general creditor of such Loan Investor. The selling Loan

Investors and other persons interpositioned between such Loan Investors and the Fund with respect to such participations will likely

conduct their principal business activities in the banking, finance and financial services industries. Persons engaged in such industries may

be more susceptible to, among other things, fluctuations in interest rates, changes in the Federal Open Market Committee’s monetary

policy, governmental regulations concerning such industries and concerning capital raising activities generally and fluctuations in the

financial markets generally.

The Fund will only acquire participations if the Loan Investor selling the participation, and any other persons interpositioned between the

Fund and the Loan Investor, at the time of investment has outstanding debt or deposit obligations rated investment grade (Baa3 or higher

by Moody’s Investors Service, Inc. (“Moody’s”) or BBB- or higher by Standard & Poor’s Corporation Rating Group (“S&P”) or Fitch

Ratings, Inc. (“Fitch”), or comparably rated by another nationally recognized rating agency) if determined by KKR Credit Advisors (US)

LLC (the “Adviser”) to be an appropriate investment for the Fund. The effect of industry characteristics and market compositions may be

more pronounced. Indebtedness of companies whose creditworthiness is poor involves substantially greater risks and may be highly

speculative. Some companies may never pay off their indebtedness or may pay only a small fraction of the amount owed. Consequently,

when investing in indebtedness of companies with poor credit, the Fund bears a substantial risk of losing the entire amount invested.

In order to borrow money pursuant to a Senior Loan, a borrower will for the term of the Senior Loan, pledge collateral, including but not

limited to, (i) working capital assets, such as accounts receivable and inventory; (ii) tangible fixed assets, such as real property, buildings

and equipment; (iii) intangible assets, such as trademarks and patent rights (but excluding goodwill); and (iv) security interests in shares of

stock of subsidiaries or affiliates. In the case of Senior Loans made to non-public companies, the company’s shareholders or owners may

provide collateral in the form of secured guarantees and/or security interests in assets that they own. In many instances, a Senior Loan may

be secured only by stock in the borrower or its subsidiaries. Collateral may consist of assets that may not be readily liquidated, and there is

no assurance that the liquidation of such assets would satisfy fully a borrower’s obligations under a Senior Loan.

In the process of buying, selling and holding Senior Loans, the Fund will, from time to time, receive and/or pay certain fees. These fees are

in addition to interest payments received and may include facility fees, commitment fees, amendment fees, commissions and prepayment

penalty fees. When the Fund buys a Senior Loan, it could receive a facility fee and when it sells a Senior Loan it may pay a facility fee. On

an ongoing basis, the Fund could receive a commitment fee based on the undrawn portion of the underlying line of credit portion of a

Senior Loan. In certain circumstances, the Fund will receive a prepayment penalty fee upon the prepayment of a Senior Loan by a

borrower. Other fees received by the Fund will, from time to time, include covenant waiver fees, covenant modification fees or other

amendment fees.
 

5



A borrower must comply with various restrictive covenants contained in a loan agreement or note purchase agreement between the

borrower and the holders of the Senior Loan (the “Loan Agreement”). Such covenants, in addition to requiring the scheduled payment of

interest and principal, may include restrictions on dividend payments and other distributions to shareholders, provisions requiring the

borrower to maintain specific minimum financial ratios and limits on total debt. In addition, the Loan Agreement may contain a covenant

requiring the borrower to prepay the Loan with any free cash flow. Free cash flow is generally defined as net cash flow after scheduled

debt service payments and permitted capital expenditures and includes the proceeds from asset dispositions or sales of securities. A breach

of a covenant which is not waived by the Agent, or by the Loan Investors directly, as the case may be, is normally an event of acceleration;

i.e., the Agent, or the Loan Investors directly, as the case may be, has the right to call the outstanding Senior Loan. The typical practice of

an Agent or a Loan Investor in relying exclusively or primarily on reports from the borrower to monitor the borrower’s compliance with

covenants may involve a risk of fraud by the borrower. In the case of a Senior Loan in the form of a participation, the agreement between

the buyer and seller may limit the rights of the holder to vote on certain changes which may be made to the Loan Agreement, such as

waiving a breach of a covenant. However, the holder of the participation will, in almost all cases, have the right to vote on certain

fundamental issues such as changes in principal amount, payment dates and interest rate.

In a typical Senior Loan, the Agent administers the terms of the Loan Agreement. In such cases, the Agent is normally responsible for the

collection of principal and interest payments from the borrower and the apportionment of these payments to the credit of all institutions

which are parties to the Loan Agreement. The Fund will generally rely upon the Agent or an intermediate participant to receive and

forward to the Fund its portion of the principal and interest payments on the Senior Loan. Furthermore, unless under the terms of a

participation agreement the Fund has direct recourse against the borrower, the Fund will rely on the Agent and the other Loan Investors to

use appropriate credit remedies against the borrower. The Agent is typically responsible for monitoring compliance with covenants

contained in the Loan Agreement based upon reports prepared by the borrower. The seller of the Senior Loan usually does, but is often not

obligated to, notify holders of Senior Loans of any failures of compliance. The Agent may monitor the value of the collateral and, if the

value of the collateral declines, may accelerate the Senior Loan, may give the borrower an opportunity to provide additional collateral or

may seek other protection for the benefit of the participants in the Senior Loan. The Agent is compensated by the borrower for providing

these services under a Loan Agreement, and such compensation may include special fees paid upon structuring and funding the Senior

Loan and other fees paid on a continuing basis. With respect to Senior Loans for which the Agent does not perform such administrative

and enforcement functions, the Fund will perform such tasks on its own behalf, although a collateral bank will typically hold any collateral

on behalf of the Fund and the other Loan Investors pursuant to the applicable Loan Agreement.

A financial institution’s appointment as Agent may usually be terminated in the event that it fails to observe the requisite standard of care

or becomes insolvent, enters Federal Deposit Insurance Corporation (“FDIC”) receivership, or, if not FDIC insured, enters into bankruptcy

proceedings. A successor Agent would generally be appointed to replace the terminated Agent, and assets held by the Agent under the

Loan Agreement should remain available to holders of Senior Loans. However, if assets held by the Agent for the benefit of the Fund were

determined to be subject to the claims of the Agent’s general creditors, the Fund might incur certain costs and delays in realizing payment

on a Senior Loan, or suffer a loss of principal and/or interest. In situations involving intermediate participants, similar risks may arise.

Senior Loans will usually require, in addition to scheduled payments of interest and principal, the prepayment of the Senior Loan from

free cash flow, as defined above. The degree to which borrowers prepay Senior Loans, whether as a contractual requirement or at their

election, may be affected by general business conditions, the financial condition of the borrower and competitive conditions among Loan

Investors, among others. As such, prepayments cannot be predicted with accuracy. Upon a prepayment, either in part or in full, the actual

outstanding debt on which the Fund derives interest income will be reduced. However, the Fund will, from time to time, receive both a

prepayment penalty fee from the prepaying borrower and a facility fee upon the purchase of a new Senior Loan with the proceeds from the

prepayment of the former.
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The Adviser and its affiliates will, from time to time, borrow money from various banks in connection with their business activities. Such

banks may also sell interests in Senior Loans to, or acquire them from, the Fund or may be intermediate participants with respect to Senior

Loans in which the Fund owns interests. Such banks may also act as Agents for Senior Loans held by the Fund.

The Fund will, from time to time, acquire interests in Senior Loans that are designed to provide temporary or “bridge” financing to a

borrower pending the sale of identified assets or the arrangement of longer-term loans or the issuance and sale of debt obligations. The

Fund will, from time to time, also invest in Senior Loans of borrowers that have obtained bridge loans from other parties. A borrower’s use

of bridge loans involves a risk that the borrower may be unable to locate permanent financing to replace the bridge loan, which may impair

the borrower’s perceived creditworthiness.

The Fund will be subject to the risk that collateral securing a loan will decline in value or have no value. Such a decline, whether as a

result of bankruptcy proceedings or otherwise, could cause the Senior Loan to be undercollateralized or unsecured. In most credit

agreements there is no formal requirement to pledge additional collateral. In addition, the Fund will, from time to time, invest in Senior

Loans guaranteed by, or secured by assets of, shareholders or owners, even if the Senior Loans are not otherwise collateralized by assets of

the borrower; provided, however, that such guarantees are fully secured. There may be temporary periods when the principal asset held by

a borrower is the stock of a related company, which may not legally be pledged to secure a Senior Loan. On occasions when such stock

cannot be pledged, the Senior Loan will be temporarily unsecured until the stock can be pledged or is exchanged for or replaced by other

assets, which will be pledged as security for the Senior Loan. However, the Borrower’s ability to dispose of such securities, other than in

connection with such pledge or replacement, will be strictly limited for the protection of the holders of Senior Loans and, indirectly, Senior

Loans themselves.

The failure to perfect a security interest due to faulty documentation or faulty official filings could lead to the invalidation of the Fund’s

security interest in loan collateral. If the Fund’s security interest in loan collateral is invalidated or the Senior Loan is subordinated to other

debt of a borrower in bankruptcy or other proceedings, the Fund would have substantially lower recovery, and perhaps no recovery, on the

full amount of the principal and interest due on the Senior Loan.

The Fund will, from time to time, acquire warrants and other equity securities as part of a unit combining a Senior Loan and equity

securities of a borrower or its affiliates. The acquisition of such equity securities will only be incidental to the Fund’s purchase of a Senior

Loan. The Fund will, from time to time, also acquire equity securities or credit securities (including non-dollar denominated equity or

credit securities) issued in exchange for a Senior Loan or issued in connection with the debt restructuring or reorganization of a borrower,

or if such acquisition, in the judgment of the Adviser, may enhance the value of a Senior Loan or would otherwise be consistent with the

Fund’s investment policies.

Subordinated Loans

The Fund will, from time to time, invest in subordinated loans, which have the same characteristics as Senior Loans except that such loans

are subordinated in payment and/or in lien priority to first lien holders. Accordingly, the risks associated with subordinated loans are

higher than the risk of loans with first priority over the collateral. In the event of default on a subordinated loan, the first priority lien

holder has first claim to the underlying collateral of the loan. It is possible that no collateral value would remain for the second priority

lien holder and therefore result in a loss of investment to the Fund.

Subordinated loans generally are subject to similar risks as those associated with investments in Senior Loans. Because subordinated loans

are subordinated and thus lower in priority of payment and/or in priority of lien to Senior Loans, they are subject to the additional risk that

the cash flow of the borrower and property securing the loan or debt, if any, may be insufficient to meet scheduled payments after giving

effect to the senior unsecured or
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senior secured obligations of the borrower. This risk is generally higher for subordinated unsecured loans or debt, which are not backed by

a security interest in any specific collateral. Subordinated loans generally have greater price volatility than Senior Loans and may be less

liquid. There is also a possibility that originators will not be able to sell participations in subordinated loans, which would create greater

credit risk exposure for the holders of such loans. Subordinated loans share the same risks as other below investment grade securities.

Fixed-Income Instruments

The Fund will, from time to time, invest in fixed-income instruments, such as high-yield corporate debt securities, or bonds, or U.S.

government securities. Corporate bonds and other fixed-income instruments are typically originated, negotiated and structured by a U.S. or

foreign commercial bank, insurance company, finance company or other financial institution (the “underwriter”) for a group of investors

(“Bond Investors”). The underwriter typically administers and enforces the fixed-income instrument on behalf of the other Bond Investors.

In addition, in secured fixed-income instrument offerings, an institution, typically but not always the Agent, holds any collateral on behalf

of the Bond Investors. The Fund will, from time to time, purchase assignments of fixed-income instruments either directly from the

underwriter of from a Bond Investor.

An issuer of fixed-income instruments must typically comply with the terms contained in a note purchase agreement between the issuer

and the holders of the instruments (the “Bond Agreement”). These Bond Agreements generally detail the schedule of payments and also

place certain restrictive financial and other covenants on the issuer, similar to those in Loan Agreements. The underwriter typically

administers the terms of the Bond Agreement on behalf of all holders of the instruments.

Fixed-income instruments are generally subject to many of the same risks that affect Senior Loans and subordinated loans. However,

holders of fixed-income bonds would be subordinate to any existing secured lenders with higher priority in the issuer’s capital structure

and thus have a lower priority in payment than lenders.

Debtor-in-Possession (“DIP”) Loans

The Fund will, from time to time, invest in or extend loans to companies that have filed for protection under Chapter 11 of the United

States Bankruptcy Code. DIP financings allow the entity to continue its business operations while reorganizing under Chapter 11 and such

financings must be approved by the bankruptcy court. These DIP loans are most often working-capital facilities put into place at the outset

of a Chapter 11 case to provide the debtor with both immediate cash and the ongoing working capital that will be required during the

reorganization process. DIP financings are typically fully secured by a lien on the debtor’s otherwise unencumbered assets or secured by a

junior lien on the debtor’s encumbered assets (so long as the loan is fully secured based on the most recent current valuation or appraisal

report of the debtor). DIP financings are often required to close with certainty and in a rapid manner in order to satisfy existing creditors

and to enable the issuer to emerge from bankruptcy or to avoid a bankruptcy proceeding. There is a risk that the borrower will not emerge

from Chapter 11 bankruptcy proceedings and be forced to liquidate its assets under Chapter 7 of the U.S. Bankruptcy Code. In the event of

liquidation, the Fund’s only recourse will be against the property securing the DIP financing.

Lender Liability

Under common law principles that in some cases form the basis for lender liability claims, if a lender (a) intentionally takes an action that

results in the undercapitalization of a borrower or issuer to the detriment of other creditors of such borrower or issuer, (b) engages in other

inequitable conduct to the detriment of such other creditors or (c) engages in fraud with respect to, or makes misrepresentations to, such

other creditors, a court may elect to subordinate the claim of the offending lender or bondholder to the claims of the disadvantaged creditor

or creditors (a remedy called “equitable subordination”). The Fund does not intend to engage in conduct that would
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form the basis for a successful cause of action based upon the equitable subordination doctrine; however, because of the nature of the debt

obligations, the Fund will, from time to time, be subject to claims from creditors of an obligor that debt obligations of such obligor which

are held by the issuer should be equitably subordinated.

Restricted and Illiquid Securities

At times, the Fund will not be able to readily dispose of illiquid securities at prices that approximate those at which the Fund could sell

such securities if they were more widely traded and, as a result of such illiquidity, the Fund will, from time to time, have to sell other

investments or engage in borrowing transactions if necessary to raise cash to meet its obligations.

The Fund will, from time to time, purchase certain securities eligible for resale to qualified institutional buyers as contemplated by Rule

144A under the Securities Act of 1933, as amended (the “Securities Act”) (“Rule 144A Securities”). Rule 144A provides an exemption

from the registration requirements of the Securities Act for the resale of certain restricted securities to certain qualified institutional buyers.

One effect of Rule 144A is that certain restricted securities may be considered liquid, though no assurance can be given that a liquid

market for any particular issue of Rule 144A Securities will be maintained. However, where a substantial market of qualified institutional

buyers has developed for certain unregistered securities purchased by the Fund pursuant to Rule 144A under the Securities Act, the Fund

intends to treat such securities as liquid securities. To the extent that, for a period of time, qualified institutional buyers cease purchasing

restricted securities pursuant to Rule 144A, the Fund’s investing in such securities may have the effect of increasing the level of illiquidity

in its investment portfolio during such period.

Stressed and Distressed Investments

The Fund intends to invest in securities and other obligations of companies that are in significant financial or business distress, including

companies involved in bankruptcy or other reorganization and liquidation proceedings. Although such investments may result in

significant returns for the Fund, they involve a substantial degree of risk. The level of analytical sophistication, both financial and legal,

necessary for successful investment in distressed assets is unusually high. There is no assurance that the Fund will correctly evaluate the

value of the assets collateralizing the Fund’s investments or the prospects for a successful reorganization or similar action in respect of any

company. In any reorganization or liquidation proceeding relating to a company in which the Fund invests, the Fund may lose its entire

investment, may be required to accept cash or securities with a value less than the Fund’s original investment and/or may be required to

accept payment over an extended period of time. Troubled company investments and other distressed asset-based investments require

active monitoring.

Certain Bankruptcy and Insolvency Issues

Some of the companies in which the Fund invests may be involved in a complex bankruptcy or insolvency proceeding in the United States

or elsewhere. There are a number of significant risks inherent in the bankruptcy or insolvency process. The Fund cannot guarantee the

outcome of any bankruptcy or insolvency proceeding.

Under U.S. bankruptcy proceedings or other insolvency proceedings, the Fund will risk taking a loss on its investment and having its claim

released or discharged against the debtor and third parties. For example, under a plan of reorganization, the Fund could receive a cash

distribution for less than its initial investment or receive securities or other financial instruments in exchange for its claims, which then

could be discharged and released against the debtor or other third parties. In addition, under U.S. bankruptcy proceedings, a debtor can

effectuate a sale of assets with a purchaser acquiring such assets free and clear of any claims or liens underlying the Fund’s investment

with the Fund having only potential recourse to the proceeds of the sale.

Under certain circumstances, payments to the Fund may be reclaimed, recharacterized or avoided if any such payment or distribution is

later determined by the applicable court to have been a fraudulent conveyance,
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fraudulent transfer, a preferential payment or otherwise subject to avoidance under applicable law. In addition, especially in the case of

investments made prior to the commencement of bankruptcy proceedings, creditors can lose their ranking and priority if they exercise

“domination and control” of a debtor and other creditors can demonstrate that they have been harmed by such actions.

Many events in a bankruptcy are often beyond the control of the creditors. While creditors may be given an opportunity to object to or

otherwise participate in significant actions, there can be no assurance that a court in the exercise of its broad powers or discretion would

not approve actions that would be contrary to the interests of the Fund as a creditor.

The duration of a bankruptcy or insolvency proceeding is difficult to predict. A creditor’s return on investment can be adversely impacted

by delays while a plan of reorganization is being negotiated, approved by the creditors, confirmed by the bankruptcy court and until the

plan ultimately becomes effective. Similar delays can occur while a court may be considering a sale or other restructuring transaction. In

addition, the administrative costs in connection with a bankruptcy or insolvency proceeding are frequently high and will be paid out of the

debtor’s estate prior to any return to unsecured creditors or equity holders. If a proceeding involves protracted or difficult litigation, or

turns into a liquidation, substantial assets may be devoted to administrative costs. Also, in the early stages of the bankruptcy process, it is

often difficult to estimate the extent of, or even to identify, any contingent claims that might be made. Further, certain claims that have

priority by law (for example, claims for taxes) may be quite substantial.

The effect of a bankruptcy filing on or by a portfolio company may adversely and permanently affect the portfolio company. The portfolio

company may lose its market position, going concern value and key employees and otherwise become incapable of restoring itself as a

viable entity. If for this or any other reason the proceeding is converted to a liquidation, the liquidation value of the portfolio company may

not equal the liquidation value that was believed to exist at the time of the investment.

Equity Securities

In addition to common stocks, the Fund will, from time to time, invest in equity securities, including preferred stocks, convertible

securities, warrants and depository receipts.

Preferred Stock. Preferred stock generally pays dividends at a defined rate and has a preference over common stock in liquidation (and

generally dividends as well) but is subordinated to the liabilities of the issuer in all respects. As a general rule, the market value of

preferred stock with a fixed dividend rate and no conversion element varies inversely with interest rates and perceived credit risk, while

the market price of convertible preferred stock generally also reflects some element of conversion value. Because preferred stock is junior

to credit securities and other obligations of the issuer, deterioration in the credit quality of the issuer will cause greater changes in the value

of a preferred stock than in a more senior credit security with similar stated yield characteristics. Unlike interest payments on debt

securities, preferred stock dividends are payable only if declared by the issuer’s board of directors or equivalent body. Dividends on

preferred stock may be cumulative, meaning that, in the event the issuer fails to make one or more dividend payments on the preferred

stock, no dividends may be paid on the issuer’s common stock until all unpaid preferred stock dividends have been paid. Preferred stock

also may be subject to optional or mandatory redemption provisions.

Convertible Securities. A convertible security is a bond, debenture, note, preferred stock or other security that may be converted into or

exchanged for a prescribed amount of common stock or other equity security of the same or a different issuer within a particular period of

time at a specified price or formula. A convertible security entitles the holder to receive interest paid or accrued on debt or the dividend

paid on preferred stock until the convertible security matures or is redeemed, converted or exchanged. Before conversion, convertible

securities have characteristics similar to nonconvertible income securities in that they ordinarily provide a stable stream of income with

generally higher yields than those of common stocks of the same or similar issuers, but lower yields
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than comparable nonconvertible securities. The value of a convertible security is influenced by changes in interest rates, with investment

value declining as interest rates increase and increasing as interest rates decline. The credit standing of the issuer and other factors also

may have an effect on the convertible security’s investment value. Convertible securities rank senior to common stock in a corporation’s

capital structure but are usually subordinated to comparable nonconvertible securities. Convertible securities may be subject to redemption

at the option of the issuer at a price established in the convertible security’s governing instrument.

Warrants. Warrants are privileges issued by corporations enabling the owners to subscribe to and purchase a specified number of shares of

the corporation at a specified price during a specified period of time. Subscription rights normally have a short life span to expiration. The

purchase of warrants involves the risk that the Fund could lose the purchase value of a right or warrant if the right to subscribe to

additional shares is not exercised prior to the warrants’ expiration. Also, the purchase of warrants involves the risk that the effective price

paid for the warrant added to the subscription price of the related security may exceed the value of the subscribed security’s market price

such as when there is no movement in the level of the underlying security.

Depository Receipts. The Fund will, from time to time, hold investments in sponsored and unsponsored American Depository Receipts

(“ADRs”), European Depository Receipts (“EDRs”), Global Depository Receipts (“GDRs”) and other similar global instruments. ADRs

typically are issued by a U.S. bank or trust company and evidence ownership of underlying securities issued by a non-U.S. corporation.

EDRs, which are sometimes referred to as Continental Depository Receipts, are receipts issued in Europe, typically by non-U.S. banks and

trust companies, that evidence ownership of either non-U.S. or domestic underlying securities. GDRs are depository receipts structured

like global debt issued to facilitate trading on an international basis. Unsponsored ADR, EDR and GDR programs are organized

independently and without the cooperation of the issuer of the underlying securities. As a result, available information concerning the

issuer may not be as current as for sponsored ADRs, EDRs and GDRs, and the prices of unsponsored ADRs, EDRs and GDRs may be

more volatile than if such instruments were sponsored by the issuer. Investments in ADRs, EDRs and GDRs present additional investment

considerations of non-U.S. Securities.

Cash Equivalents and Short-Term Debt Securities

For temporary defensive purposes, the Fund will, from time to time, invest up to 100% of its Managed Assets in cash equivalents and

short-term debt securities. Short-term debt investments having a remaining maturity of 60 days or less when purchased will be valued at

cost, adjusted for amortization of premiums and accretion of discounts. Short-term debt securities are defined to include, without

limitation, the following:
 

 

(1) U.S. government securities, including bills, notes and bonds differing as to maturity and rates of interest that are either issued

or guaranteed by the U.S. Treasury or by other U.S. government agencies or instrumentalities. U.S. government securities

include securities issued by (a) the Federal Housing Administration, Farmers Home Administration, Export-Import Bank of

the United States, Small Business Administration and Government National Mortgage Association, whose securities are

supported by the full faith and credit of the United States; (b) the Federal Home Loan Banks, Federal Intermediate Credit

Banks and Tennessee Valley Authority, whose securities are supported by the right of the agency to borrow from the U.S.

Treasury; (c) the Federal National Mortgage Association (“FNMA”), whose securities are supported by the discretionary

authority of the U.S. government to purchase certain obligations of the agency or instrumentality; and (d) the Student Loan

Marketing Association, whose securities are supported only by its credit. While the U.S. government provides financial

support to such U.S. government-sponsored agencies or instrumentalities, no assurance can be given that it always will do so

since it is not so obligated by law. The U.S. government, its agencies and instrumentalities do not guarantee the market value

of their securities. Consequently, the value of such securities may fluctuate. In 2008, the Federal Housing Finance Agency

(“FHFA”) placed FNMA and the Federal Home Loan Mortgage Corporation (“FHLMC”) into conservatorship. As

conservator, FHFA succeeded to all rights, titles, powers and privileges of FNMA and FHLMC and of any
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stockholder, officer or director of FNMA and FHLMC and the assets of FNMA and FHLMC. FNMA and FHLMC are

continuing to operate as going concerns while in conservatorship and each remains liable for all of its obligations, including

its guaranty obligations, associated with its mortgage-backed securities. There is no assurance that the obligations of such

entities will be satisfied in full, or that such obligations will lose value or default. See “Mortgage-Backed Securities—

Mortgage Pass-Through Securities” below. The Adviser will monitor developments and seek to manage the Fund’s portfolio in

a manner consistent with achieving the Fund’s investment objectives, but there can be no assurance that it will be successful in

doing so;
 

 

(2) Certificates of deposit issued against funds deposited in a bank or a savings and loan association. Such certificates are for a

definite period of time, earn a specified rate of return and are normally negotiable. The issuer of a certificate of deposit agrees

to pay the amount deposited plus interest to the bearer of the certificate on the date specified thereon. Certificates of deposit

purchased by the Fund may not be fully insured by the FDIC;
 

 

(3) Repurchase agreements, which involve purchases of debt securities. At the time the Fund purchases securities pursuant to a

repurchase agreement, it simultaneously agrees to resell and redeliver such securities to the seller, who also simultaneously

agrees to buy back the securities at a fixed price and time. This assures a predetermined yield for the Fund during its holding

period, since the resale price is always greater than the purchase price and reflects an agreed-upon market rate. Such actions

afford an opportunity for the Fund to invest temporarily available cash. The Fund will, from time to time, enter into

repurchase agreements only with respect to obligations of the U.S. government, its agencies or instrumentalities; certificates

of deposit; or bankers’ acceptances in which the Fund may invest. Repurchase agreements may be considered loans to the

seller, collateralized by the underlying securities. The risk to the Fund is limited to the ability of the seller to pay the agreed-

upon sum on the repurchase date; in the event of default, the repurchase agreement provides that the Fund is entitled to sell the

underlying collateral. If the value of the collateral declines after the agreement is entered into, and if the seller defaults under a

repurchase agreement when the value of the underlying collateral is less than the repurchase price, the Fund could incur a loss

of both principal and interest. The Adviser monitors the value of the collateral at the time the action is entered into and at all

times during the term of the repurchase agreement. The Adviser does so in an effort to determine that the value of the

collateral always equals or exceeds the agreed-upon repurchase price to be paid to the Fund. If the seller were to be subject to

a federal bankruptcy proceeding, the ability of the Fund to liquidate the collateral could be delayed or impaired because of

certain provisions of the bankruptcy laws; and
 

 

(4) Commercial paper, which consists of short-term unsecured promissory notes, including variable rate master demand notes

issued by corporations to finance their current operations. Master demand notes are direct lending arrangements between the

Fund and a corporation. There is no secondary market for such notes. However, they are redeemable by the Fund at any time.

The Adviser will consider the financial condition of the corporation (e.g., earning power, cash flow and other liquidity ratios)

and will continuously monitor the corporation’s ability to meet all of its financial obligations, because the Fund’s liquidity

might be impaired if the corporation were unable to pay principal and interest on demand. Investments in commercial paper

will be limited to commercial paper rated in the highest categories by a major rating agency and which mature within one year

of the date of purchase or carry a variable or floating rate of interest.

Conflicts of Interest

Because the Adviser manages assets for other investment companies, pooled investment vehicles and/or other accounts (including

institutional clients, pension plans and certain high net worth individuals), certain conflicts of interest are present. For instance, the

Adviser receives fees from certain accounts that are higher than the fees received from the Fund or receive a performance-based fee on

certain accounts. In those instances, the portfolio manager has an incentive to favor the higher and/or performance-based fee accounts over

the Fund. In addition, a
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conflict of interest exists to the extent the Adviser has proprietary investments in certain accounts, where the portfolio manager or other

employees of the Adviser have personal investments in certain accounts or when certain accounts are investment options in the Adviser’s

employee benefits plan. The Adviser has an incentive to favor these accounts over the Fund. Because the Adviser manages accounts that

engage in short sales of (or otherwise take short positions in) securities or other instruments of the type in which the Fund invests, the

Adviser could be seen as harming the performance of the Fund for the benefit of the accounts taking short positions, if such short positions

cause the market value of the securities to fall. The Adviser has adopted trade allocation and other policies and procedures that it believes

are reasonably designed to address these and other conflicts of interest. These policies and procedures will have the effect of foreclosing

certain investment opportunities for the Fund from time to time. Notwithstanding the foregoing, the Adviser will act in the best interest of

the Fund in accordance with its fiduciary duty to the Fund.

The Adviser manages assets for accounts other than the Fund, including private funds. The Fund will, from time to time, invest in the same

credit obligations as other funds advised by the Adviser or its affiliates (for purposes of this section, “KKR Funds”), although their

investments may include different obligations of the same issuer. For example, the Fund might invest in senior loans issued by a borrower

and one or more KKR Funds might invest in the borrower’s junior debt. In addition, the Adviser manages certain accounts (including

CLOs) that invest in certain types of credit obligations in which the Fund may also invest. Investment opportunities appropriate for both

the Fund and another KKR Funds generally will be allocated between the Fund and the other KKR Fund in a manner that the Adviser

believes to be fair and equitable under the circumstances, in accordance with the Adviser’s trade allocation policies.

Conflicts of interest may arise where the Fund and other KKR Funds simultaneously hold securities representing different parts of the

capital structure of a stressed or distressed issuer. In such circumstances, decisions made with respect to the securities held by one KKR

Fund may cause (or have the potential to cause) harm to the different class of securities of the issuer held by other KKR Funds (including

the Fund). For example, if such an issuer goes into bankruptcy or reorganization, becomes insolvent or otherwise experiences financial

distress or is unable to meet its payment obligations or comply with covenants relating to credit obligations held by the Fund or by the

other KKR Funds, such other KKR Funds may have an interest that conflicts with the interests of the Fund. If additional financing for such

an issuer is necessary as a result of financial or other difficulties, it may not be in the best interests of the Fund to provide such additional

financing, but if the other KKR Funds were to lose their respective investments as a result of such difficulties, the Adviser may have a

conflict in recommending actions in the best interests of the Fund. In such situations, the Adviser will seek to act in the best interests of

each of the KKR Funds (including the Fund) and will seek to resolve such conflicts in accordance with its compliance procedures.

In addition, the 1940 Act limits the Fund’s ability to enter into certain transactions with certain affiliates of the Adviser. As a result of these

restrictions, the Fund will, from time to time, be prohibited from buying or selling any security directly from or to any portfolio company

of a fund managed by the Adviser or one of its affiliates. Nonetheless, the Fund may under certain circumstances purchase any such

portfolio company’s loans or securities in the secondary market, which could create a conflict for the Adviser between the interests of the

Fund and the portfolio company, in that the ability of the Adviser to recommend actions in the best interest of the Fund might be impaired.

The 1940 Act also prohibits certain “joint” transactions with certain of the Fund’s affiliates (which may include other funds managed by

the Adviser), which could be deemed to include certain types of investments, or certain types of restructurings of investments, in the same

portfolio company (whether at the same or different times). These limitations may limit the scope of investment opportunities that would

otherwise be available to the Fund. The Board has approved various policies and procedures reasonably designed to monitor potential

conflicts of interest. The Board will review these policies and procedures and any conflicts that may arise.

Although the professional staff of the Adviser will devote as much time to the management of the Fund as the Adviser deems appropriate

to perform their duties in accordance with the investment advisory agreement and in
 

13



accordance with reasonable commercial standards, the professional staff of the Adviser may have conflicts in allocating their time and

services among the Fund and other KKR Funds. The Adviser and its affiliates are not restricted from forming additional investment funds,

from entering into other investment advisory relationships or from engaging in other business activities, even though such activities may

be in competition with the Fund and/or may involve substantial time and resources of the Adviser and its professional staff. These

activities could be viewed as creating a conflict of interest in that the time and effort of the members of the Adviser and its officers and

employees will not be devoted exclusively to the business of the Fund but will be allocated between the business of the Fund and the

management of the assets of other clients of the Adviser.

The Adviser or its respective members, officers, directors, employees, principals or affiliates may come into possession of material,

non-public information. The possession of such information may limit the ability of the Fund to buy or sell a security or otherwise to

participate in an investment opportunity. Situations may occur where the Fund could be disadvantaged because of the investment activities

conducted by the Adviser for other clients, and the Adviser will not employ information barriers with regard to its operations on behalf of

its registered and private funds, or other accounts. In certain circumstances, employees of the Adviser may serve as board members or in

other capacities for portfolio or potential portfolio companies, which could restrict the Fund’s ability to trade in the securities of such

companies.

Other Portfolio Strategies

Asset-Backed Securities

Asset-backed securities (“ABSs”) represent participations in, or are secured by and payable from, assets such as motor vehicle installment

sales, installment loan contracts, leases of various types of real and personal property, receivables from revolving credit (credit card)

agreements and other categories of receivables. Such assets are securitized through the use of trusts and special purpose corporations.

Payments or distributions of principal and interest may be guaranteed up to certain amounts and for a certain time period by a letter of

credit or a pool insurance policy issued by a financial institution unaffiliated with the trust or corporation, or other credit enhancements

may be present.

The Fund will, from time to time, invest in ABSs. The investment characteristics of ABSs differ from traditional debt securities. Among

the major differences are that interest and principal payments are made more frequently, usually monthly, and that the principal may be

prepaid at any time because the underlying loans or other assets generally may be prepaid at any time. ABSs are not secured by an interest

in the related collateral. Credit card receivables, for example, are generally unsecured and the debtors are entitled to the protection of a

number of U.S. state and federal (and comparable non-U.S.) consumer loan laws, many of which give such debtors the right to set off

certain amounts owed on the credit cards, thereby reducing the balance due. Most issuers of ABSs backed by automobile receivables

permit the servicers to retain possession of the underlying obligations. If the servicer were to sell these obligations to another party, there is

a risk that the purchaser would acquire an interest superior to that of the holders of the related ABSs. In addition, because of the large

number of vehicles involved in a typical issuance and technical requirements under state laws, the trustee for the holders of the ABSs may

not have a proper security interest in all of the obligations backing such ABSs. Therefore, there is a possibility that recoveries on

repossessed collateral may not, in some cases, be available to support payments on these securities. The risk of investing in ABSs is

ultimately dependent upon payment of consumer loans by the debtor. Such securities are often subject to more rapid repayment than their

stated maturity date would indicate as a result of the pass-through of prepayments of principal on the underlying loans. During periods of

declining interest rates, prepayment of loans underlying ABSs can be expected to accelerate. Accordingly, the Fund’s ability to maintain

positions in such securities will be affected by reductions in the principal amount of such securities resulting from prepayments, and its

ability to reinvest the returns of principal at comparable yields is subject to generally prevailing interest rates at that time. To the extent

that the Fund invests in ABSs, the values of the Fund’s portfolio securities will vary with changes in market interest rates generally and the

differentials in yields among various kinds of ABSs.
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ABSs present certain additional risks because ABSs generally do not have the benefit of a security interest in collateral that is comparable

to mortgage assets. The collateral supporting ABSs is of shorter maturity than certain other types of loans and is less likely to experience

substantial prepayments. ABSs are often backed by pools of any variety of assets, including, for example, leases, mobile home loans and

aircraft leases, which represent the obligations of a number of different parties and use credit enhancement techniques such as letters of

credit, guarantees or preference rights. The value of an ABS is affected by changes in the market’s perception of the asset backing the

security and the creditworthiness of the servicing agent for the loan pool, the originator of the loans or the financial institution providing

any credit enhancement, as well as by the expiration or removal of any credit enhancement. Credit card receivables are generally

unsecured and the debtors on such receivables are entitled to the protection of a number of state and federal consumer credit laws, many of

which give such debtors the right to set-off certain amounts owed on the credit cards, thereby reducing the balance due. Automobile

receivables generally are secured, but by automobiles rather than residential real property. Most issuers of automobile receivables permit

the loan servicers to retain possession of the underlying obligations. If the servicer were to sell these obligations to another party, there is a

risk that the purchaser would acquire an interest superior to that of the holders of the ABSs. In addition, because of the large number of

vehicles involved in a typical issuance and technical requirements under state laws, the trustee for the holders of the automobile

receivables may not have a proper security interest in the underlying automobiles. Therefore, if the issuer of an asset-backed security

defaults on its payment obligations, there is the possibility that, in some cases, the Fund will be unable to possess and sell the underlying

collateral and that the Fund’s recoveries on repossessed collateral may not be available to support payments on these securities.

In addition, investments in subordinated ABSs involve greater credit risk of default than the senior classes of the issue or series. Default

risks are further pronounced in the case of ABSs secured by, or evidencing an interest in, a relatively small or less diverse pool of

underlying loans. Certain subordinated securities absorb all losses from default before any other class of securities is at risk, particularly if

such securities have been issued with little or no credit enhancement equity. Such securities, therefore, possess some of the attributes

typically associated with equity investments.

Structured Products

Cash flows in collateralized debt obligations, collateralized bond obligations and collateralized loan obligations (“CLOs”) and other

similarly structured issuers (collectively, “Structured Products”) are split into two or more tranches, varying in risk and yield. The risks of

an investment in a Structured Product depend largely on the type of the collateral securities and the class of the CLO in which the Fund

invests. Some Structured Products have credit ratings but are typically issued in various classes with various priorities. The riskiest portion

is the “equity” tranche, which bears the first loss from defaults from the underlying pool of bonds and serves to protect the other, more

senior tranches from default (though such protection is not complete). Since it is partially protected from defaults, a senior tranche from a

Structured Product typically has higher ratings and lower yields than its underlying securities and may be rated investment grade. Despite

the protection from the subordinate tranches, more senior tranches of structured products can experience substantial losses due to actual

defaults, downgrades of the underlying collateral by rating agencies, forced liquidation of the collateral pool due to a failure of coverage

tests, increased sensitivity to defaults due to collateral default and disappearance of protecting tranches, market anticipation of defaults as

well as investor aversion to Structured Product securities as a class.

Mortgage-Backed Securities

The Fund will, from time to time, invest in a variety of mortgage-related and other ABSs issued by government agencies or other

governmental entities or by private originators or issuers.

Mortgage-related securities include mortgage pass-through securities, collateralized mortgage obligations (“CMOs”), commercial

mortgage-backed securities (“CMBSs”), mortgage dollar rolls, CMO residuals, adjustable rate mortgage-backed securities (“ARMBSs”),

stripped mortgage-backed securities (“SMBSs”) and
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other securities that directly or indirectly represent a participation in, or are secured by and payable from, mortgage loans on real property.

Mortgage Pass-Through Securities. Interests in pools of mortgage-related securities differ from other forms of debt securities, which

normally provide for periodic payment of interest in fixed amounts with principal payments at maturity or specified call dates. Instead,

these securities provide a monthly payment which consists of both interest and principal payments. In effect, these payments are a “pass

through” of the monthly payments made by the individual borrowers on their residential or commercial mortgage loans, net of any fees

paid to the issuer or guarantor of such securities. Additional payments are caused by repayments of principal resulting from the sale of the

underlying property, refinancing or foreclosure, net of fees or costs that may be incurred. Some mortgage-related securities (such as

securities issued by the Government National Mortgage Association (“GNMA”)) are described as “modified pass-through.” These

securities entitle the holder to receive all interest and principal payments owed on the mortgage pool, net of certain fees, at the scheduled

payment dates regardless of whether or not the mortgagor actually makes the payment.

The rate of pre-payments on underlying mortgages will affect the price and volatility of a mortgage-related security, and may have the

effect of shortening or extending the effective duration of the security relative to what was anticipated at the time of purchase. To the

extent that unanticipated rates of prepayment on underlying mortgages increase the effective duration of a mortgage-related security, the

volatility of such security can be expected to increase. The mortgage market in the United States has experienced heightened difficulties

over the past several years that may adversely affect the performance and market value of mortgage-related investments. Delinquencies

and losses on residential and commercial mortgage loans (especially subprime and second-lien residential mortgage loans) generally have

increased recently and may continue to increase, and a decline in or flattening of property values (as has recently been experienced and

may continue to be experienced in many markets) may exacerbate such delinquencies and losses. Borrowers with adjustable-rate mortgage

loans are more sensitive to changes in interest rates, which affect their monthly mortgage payments, and may be unable to secure

replacement mortgages at comparably low interest rates. Also, a number of residential mortgage loan originators have recently

experienced serious financial difficulties or bankruptcy. Owing largely to the foregoing, reduced investor demand for mortgage loans and

mortgage-related securities and increased investor yield requirements have caused limited liquidity in the secondary market for mortgage-

related securities, which can adversely affect the market value of mortgage-related securities. It is possible that such limited liquidity in

such secondary markets could continue or worsen.

The principal U.S. governmental guarantor of mortgage-related securities is GNMA. GNMA is a wholly owned U.S. Government

corporation within the Department of Housing and Urban Development. GNMA is authorized to guarantee, with the full faith and credit of

the U.S. Government, the timely payment of principal and interest on securities issued by institutions approved by GNMA (such as

savings and loan institutions, commercial banks and mortgage bankers) and backed by pools of mortgages insured by the Federal Housing

Administration (the “FHA”), or guaranteed by the Department of Veterans Affairs (the “VA”). Government-related guarantors (i.e., not

backed by the full faith and credit of the U.S. Government) include FNMA and FHLMC. FNMA is a government-sponsored corporation

the common stock of which is owned entirely by private stockholders. FNMA purchases conventional (i.e., not insured or guaranteed by

any government agency) residential mortgages from a list of approved seller/servicers which include state and federally chartered savings

and loan associations, mutual savings banks, commercial banks and credit unions and mortgage bankers. Pass-through securities issued by

FNMA are guaranteed as to timely payment of principal and interest by FNMA but are not backed by the full faith and credit of the U.S.

Government. FHLMC was created by Congress in 1970 for the purpose of increasing the availability of mortgage credit for residential

housing. It is a government-sponsored corporation formerly owned by the twelve Federal Home Loan Banks but the common stock of

which is now owned entirely by private stockholders. FHLMC issues Participation Certificates (“PCs”), which are pass-through securities,

each representing an undivided interest in a pool of residential mortgages. FHLMC guarantees the timely payment of interest and ultimate

collection of principal, but PCs are not backed by the full faith and credit of the U.S. Government.
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On September 6, 2008, the Federal Housing Finance Agency (“FHFA”) placed FNMA and FHLMC into conservatorship. As the

conservator, FHFA succeeded to all rights, titles, powers and privileges of FNMA and FHLMC and of any stockholder, officer or director

of FNMA and FHLMC with respect to FNMA and FHLMC and the assets of FNMA and FHLMC. FNMA and FHLMC are continuing to

operate as going concerns while in conservatorship and each remain liable for all of its obligations, including its guaranty obligations,

associated with its mortgage-backed securities. The FHFA has indicated that the conservatorship of each enterprise will end when the

director of FHFA determines that FHFA’s plan to restore the enterprise to a safe and solvent condition has been completed.

Under the Federal Housing Finance Regulatory Reform Act of 2008 (the “Reform Act”), which was included as part of the Housing and

Economic Recovery Act of 2008, FHFA, as conservator or receiver, has the power to repudiate any contract entered into by FNMA or

FHLMC prior to FHFA’s appointment as conservator or receiver, as applicable, if FHFA determines, in its sole discretion, that performance

of the contract is burdensome and that repudiation of the contract promotes the orderly administration of FNMA’s or FHLMC’s affairs.

The Reform Act requires FHFA to exercise its right to repudiate any contract within a reasonable period of time after its appointment as

conservator or receiver. FHFA, in its capacity as conservator, has indicated that it has no intention to repudiate the guaranty obligations of

FNMA or FHLMC because FHFA views repudiation as incompatible with the goals of the conservatorship. However, in the event that

FHFA, as conservator or if it is later appointed as receiver for FNMA or FHLMC, were to repudiate any such guaranty obligation, the

conservatorship or receivership estate, as applicable, would be liable for actual direct compensatory damages in accordance with the

provisions of the Reform Act. Any such liability could be satisfied only to the extent of FNMA’s or FHLMC’s assets available therefor. In

the event of repudiation, the payments of interest to holders of FNMA or FHLMC mortgage-backed securities would be reduced if

payments on the mortgage loans represented in the mortgage loan groups related to such mortgage-backed securities are not made by the

borrowers or advanced by the servicer. Any actual direct compensatory damages for repudiating these guaranty obligations may not be

sufficient to offset any shortfalls experienced by such mortgage-backed security holders. Further, in its capacity as conservator or receiver,

FHFA has the right to transfer or sell any asset or liability of FNMA or FHLMC without any approval, assignment or consent. Although

FHFA has stated that it has no present intention to do so, if FHFA, as conservator or receiver, were to transfer any such guaranty obligation

to another party, holders of FNMA or FHLMC mortgage-backed securities would have to rely on that party for satisfaction of the guaranty

obligation and would be exposed to the credit risk of that party. In addition, certain rights provided to holders of mortgage-backed

securities issued by FNMA and FHLMC under the operative documents related to such securities may not be enforced against FHFA, or

enforcement of such rights may be delayed, during the conservatorship or any future receivership. The operative documents for FNMA

and FHLMC mortgage-backed securities may provide (or with respect to securities issued prior to the date of the appointment of the

conservator may have provided) that upon the occurrence of an event of default on the part of FNMA or FHLMC, in its capacity as

guarantor, which includes the appointment of a conservator or receiver, holders of such mortgage-backed securities have the right to

replace FNMA or FHLMC as trustee if the requisite percentage of mortgage-backed securities holders consent. The Reform Act prevents

mortgage-backed security holders from enforcing such rights if the event of default arises solely because a conservator or receiver has

been appointed. The Reform Act also provides that no person may exercise any right or power to terminate, accelerate or declare an event

of default under certain contracts to which FNMA or FHLMC is a party, or obtain possession of or exercise control over any property of

FNMA or FHLMC, or affect any contractual rights of FNMA or FHLMC, without the approval of FHFA, as conservator or receiver, for a

period of 45 or 90 days following the appointment of FHFA as conservator or receiver, respectively.

Commercial banks, savings and loan institutions, private mortgage insurance companies, mortgage bankers and other secondary market

issuers also create pass-through pools of conventional residential mortgage loans. Such issuers may be the originators and/or servicers of

the underlying mortgage loans as well as the guarantors of the mortgage-related securities. Pools created by such non-governmental

issuers generally offer a higher rate of interest than government and government-related pools because there are no direct or indirect

government or agency guarantees of payments in the former pools. However, timely payment of interest and principal of these
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pools may be supported by various forms of insurance or guarantees, including individual loan, title, pool and hazard insurance and letters

of credit, which may be issued by governmental entities or private insurers. Such insurance and guarantees and the creditworthiness of the

issuers thereof will be considered in determining whether a mortgage-related security meets the Fund’s investment quality standards.

There can be no assurance that the private insurers or guarantors can meet their obligations under the insurance policies or guarantee

arrangements. The Fund may buy mortgage-related securities without insurance or guarantees if, through an examination of the loan

experience and practices of the originators/servicers and poolers, the Advisers determine that the securities meet the Fund’s quality

standards. Securities issued by certain private organizations may not be readily marketable.

Collateralized Mortgage Obligations. A CMO is a debt obligation of a legal entity that is collateralized by mortgages and divided into

classes. Similar to a bond, interest and prepaid principal is paid, in most cases, on a monthly basis. CMOs may be collateralized by whole

mortgage loans or private mortgage bonds but are more typically collateralized by portfolios of mortgage pass-through securities

guaranteed by GNMA, FHLMC or FNMA and their income streams. CMOs are structured into multiple classes, often referred to as

“tranches,” with each class bearing a different stated maturity and entitled to a different schedule for payments of principal and interest,

including prepayments. Actual maturity and average life will depend upon the pre-payment experience of the collateral. In the case of

certain CMOs (known as “sequential pay” CMOs), payments of principal received from the pool of underlying mortgages, including

prepayments, are applied to the classes of CMOs in the order of their respective final distribution dates. Thus, no payment of principal will

be made to any class of sequential pay CMOs until all other classes having an earlier final distribution date have been paid in full. CMOs

may be less liquid and may exhibit greater price volatility than other types of mortgages or ABSs.

Commercial Mortgage-Backed Securities. CMBSs include securities that reflect an interest in, and are secured by, mortgage loans on

commercial real property. Many of the risks of investing in commercial mortgage-backed securities reflect the risks of investing in the real

estate securing the underlying mortgage loans. These risks reflect the effects of local and other economic conditions on real estate markets,

the ability of tenants to make loan payments and the ability of a property to attract and retain tenants. Commercial mortgage-backed

securities may be less liquid and exhibit greater price volatility than other types of mortgages or ABSs.

CMO Residuals. CMO residuals are mortgage securities issued by agencies or instrumentalities of the U.S. Government or by private

originators of, or investors in, mortgage loans, including savings and loan associations, homebuilders, mortgage banks, commercial banks,

investment banks and special purpose entities of the foregoing. The cash flow generated by the mortgage assets underlying a series of a

CMO is applied first to make required payments of principal and interest on the CMO and second to pay the related administrative

expenses and any management fee of the issuer. The residual in a CMO structure generally represents the interest in any excess cash flow

remaining after making the foregoing payments. Each payment of such excess cash flow to a holder of the related CMO residual

represents income and/or a return of capital. The amount of residual cash flow resulting from a CMO will depend on, among other things,

the characteristics of the mortgage assets, the coupon rate of each class of CMO, prevailing interest rates, the amount of administrative

expenses and the prepayment experience on the mortgage assets. In particular, the yield to maturity on CMO residuals is extremely

sensitive to prepayments on the related underlying mortgage assets, in the same manner as an interest-only (“IO”) class of stripped

mortgage-backed securities (described below). In addition, if a series of a CMO includes a class that bears interest at an adjustable rate, the

yield to maturity on the related CMO residual will also be extremely sensitive to changes in the level of the index upon which interest rate

adjustments are based. As described below with respect to stripped mortgage-backed securities, in certain circumstances the Fund may fail

to recoup fully its initial investment in a CMO residual. CMO residuals are generally purchased and sold by institutional investors through

several investment banking firms acting as brokers or dealers. CMO residuals may, or pursuant to an exemption therefrom, may not, have

been registered under the Securities Act. CMO residuals, whether or not registered under the Securities Act, may be subject to certain

restrictions on transferability.
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Adjustable Rate Mortgage-Backed Securities. ARMBSs have interest rates that reset at periodic intervals. Acquiring ARMBSs permits the

Fund to participate in increases in prevailing current interest rates through periodic adjustments in the coupons of mortgages underlying

the pool on which ARMBSs are based. Such ARMBSs generally have higher current yield and lower price fluctuations than is the case

with more traditional fixed-income instruments of comparable rating and maturity. In addition, when prepayments of principal are made

on the underlying mortgages during periods of rising interest rates, the Fund can reinvest the proceeds of such prepayments at rates higher

than those at which they were previously invested. Mortgages underlying most ARMBSs, however, have limits on the allowable annual or

lifetime increases that can be made in the interest rate that the mortgagor pays. Therefore, if current interest rates rise above such limits

over the period of the limitation, the Fund, when holding an ARMBS, does not benefit from further increases in interest rates. Moreover,

when interest rates are in excess of coupon rates (i.e., the rates being paid by mortgagors) of the mortgages, ARMBSs behave more like

fixed-income instruments and less like adjustable-rate securities and are subject to the risks associated with fixed-income instruments. In

addition, during periods of rising interest rates, increases in the coupon rate of adjustable-rate mortgages generally lag current market

interest rates slightly, thereby creating the potential for capital depreciation on such securities.

Stripped Mortgage-Backed Securities. SMBSs are derivative multi-class mortgage securities. SMBSs may be issued by agencies or

instrumentalities of the U.S. Government, or by private originators of, or investors in, mortgage loans, including savings and loan

associations, mortgage banks, commercial banks, investment banks and special purpose entities of the foregoing. SMBSs are usually

structured with two classes that receive different proportions of the interest and principal distributions on a pool of mortgage assets. A

common type of SMBS will have one class receiving some of the interest and most of the principal from the mortgage assets, while the

other class will receive most of the interest and the remainder of the principal. In the most extreme case, one class will receive all of the

interest (the “IO” class), while the other class will receive all of the principal (the principal-only or “PO” class). The yield to maturity on

an IO class is extremely sensitive to the rate of principal payments (including prepayments) on the related underlying mortgage assets, and

a rapid rate of principal payments may have a material adverse effect on the Fund’s yield to maturity from these securities. If the

underlying mortgage assets experience greater than anticipated prepayments of principal, the Fund could fail to recoup some or all of its

initial investment in these securities even if the security is in one of the highest rating categories.

Dollar Rolls

The Fund will, from time to time, enter into “dollar rolls” in which the Fund sells securities for delivery in the current month and

simultaneously contracts with the same counterparty to repurchase similar, but not identical securities on a specified future date. During

the roll period, the Fund loses the right to receive principal and interest paid on the securities sold. However, the Fund would benefit to the

extent of any difference between the price received for the securities sold and the lower forward price for the future purchase or fee

income plus the interest earned on the cash proceeds of the securities sold until the settlement date of the forward purchase. All cash

proceeds will be invested in instruments that are permissible investments for the Fund. Under current SEC requirements, the Fund will

segregate until the settlement date cash or liquid assets, as permitted by applicable law, in an amount equal to its forward purchase price.

For financial reporting and tax purposes, the Fund treats dollar rolls as two separate transactions; one involving the purchase of a security

and a separate transaction involving a sale. The Fund does not currently intend to enter into dollar rolls for financing and does not treat

them as borrowings.

Dollar rolls involve certain risks including the following: if the broker-dealer to whom the Fund sells the security becomes insolvent, the

Fund’s right to purchase or repurchase the securities subject to the dollar roll may be restricted. Also, the instrument which the Fund is

required to repurchase may be worth less than an instrument which the Fund originally held. Successful use of dollar rolls will depend

upon the Adviser’s ability to manage the Fund’s interest rate and prepayments exposure. For these reasons, there is no assurance that dollar

rolls can
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be successfully employed. The use of this technique may diminish the investment performance of the Fund compared with what such

performance would have been without the use of dollar rolls.

Derivatives

General Limitations on Futures and Options Transactions. The Adviser with respect to the Fund has filed a notice of eligibility with the

National Futures Association for an exclusion from the definition of the term “commodity pool operator” under the Commodity Exchange

Act, as amended (the “CEA”). Therefore, the Adviser and the Fund are not subject to regulation by the Commodity Futures Trading

Commission (“CFTC”) as a commodity pool operator or commodity pool. If the Adviser or the Fund becomes subject to these

requirements, as well as related NFA rules, the Fund may incur additional compliance and other expenses.

Asset Coverage for Futures and Options Positions. The Fund will comply with the current regulatory requirements of the SEC with

respect to coverage of options, futures and other derivatives positions by registered investment companies and, if the guidelines so require,

will segregate cash, U.S. government securities, high-grade liquid debt securities and/or other liquid assets permitted by the SEC on the

Fund’s records in the amount prescribed. Securities segregated on the Fund’s records cannot be sold while the futures or options position is

outstanding, unless replaced with other permissible assets, and will be marked-to-market daily.

Swap Agreements. The Fund will, from time to time, enter into swap agreements. A swap is a financial instrument that typically involves

the exchange of cash flows between two parties on specified dates (settlement dates), where the cash flows are based on agreed-upon

prices, rates, indices, etc. The nominal amount on which the cash flows are calculated is called the notional amount. Swaps are often

individually negotiated and structured to include exposure to a variety of different types of investments or market factors, such as interest

rates, commodity prices, non-U.S. currency rates, mortgage securities, corporate borrowing rates, security prices, indexes or inflation

rates.

Swap agreements may increase or decrease the overall volatility of the investments of the Fund and its Share price. The performance of

swap agreements may be affected by a change in the specific interest rate, currency, or other factors that determine the amounts of

payments due to and from the Fund. If a swap agreement calls for payments by the Fund, the Fund must be prepared to make such

payments when due. In addition, if the counterparty’s creditworthiness declines, the value of a swap agreement would likely decline,

potentially resulting in losses.

Generally, swap agreements have fixed maturity dates that are agreed upon by the parties to the swap. An agreement can be terminated

before the maturity date only under limited circumstances, such as default by or insolvency of one of the parties and can be transferred by

a party only with the prior written consent of the other party. The Fund will, from time to time, be able to eliminate its exposure under a

swap agreement either by assignment or other disposition, or by entering into an offsetting swap agreement with the same party or a

similarly creditworthy party. If the counterparty is unable to meet its obligations under the contract, declares bankruptcy, defaults or

becomes insolvent, it is possible that the Fund will not be able to recover the money it expected to receive under the contract.

A swap agreement can be a form of leverage, which can magnify the Fund’s gains or losses. With respect to cash-settled swaps, the Fund

will set aside liquid assets in an amount equal to the Fund’s daily marked-to-market net obligations (i.e., the Fund’s daily net liability)

under the swaps.

The Fund will monitor any swaps with a view towards ensuring that the Fund remains in compliance with all applicable regulatory

investment and tax requirements.

Credit Derivatives. The Fund will, from time to time, engage in credit derivative transactions. There are two broad categories of credit

derivatives: default price risk derivatives and market spread derivatives. Default price
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risk derivatives are linked to the price of reference securities or loans after a default by the issuer or Borrower, respectively. Market spread

derivatives are based on the risk that changes in market factors, such as credit spreads, can cause a decline in the value of a security, loan

or index. There are three basic transactional forms for credit derivatives: swaps, options and structured instruments. A credit default swap

is an agreement between two counterparties that allows one counterparty (the “seller”) to sell protection under the swap and or be “long”

on a third party’s credit risk and the other party (the “buyer”) to purchase protection under the swap and be “short” on the credit risk. In

essence, an institution which owns corporate fixed-income instruments can purchase a limited form of default protection by entering into a

credit default swap with another bank, broker-dealer or financial intermediary. Typically, the buyer agrees to make regular fixed payments

to the seller with the same frequency as the underlying reference instrument. In exchange, the buyer typically has the right upon a credit

event on the underlying instrument to deliver the instrument to the seller in exchange for the instrument’s par value plus interest. Credit

default swaps can be used as a substitute for purchasing or selling a credit security and sometimes are preferable to purchasing the

security. The Fund currently intends to invest primarily in credit default swaps as a buyer but could also act as a seller. As a buyer of credit

default swaps, the Fund is able to express a negative credit view on a particular instrument; as a seller, the Fund can express a positive

view on the credit quality of a company. The Fund does not intend to leverage its investments through the use of credit default swaps, but

it could incur effective leverage to the extent it acts as a seller of a credit default swap. Among other risks, a party to a credit default swap

is subject to counterparty risk. The Fund will monitor any such swaps or derivatives with a view towards ensuring that the Fund remains in

compliance with all applicable regulatory investment policy and tax requirements.

Options. The Fund will, from time to time, purchase put and call options on currencies or securities. A put option embodies the right of its

purchaser to compel the writer of the option to purchase from the option holder an underlying currency or security or its equivalent at a

specified price at any time during the option period. In contrast, a call option gives the purchaser the right to buy the underlying currency

or security covered by the option or its equivalent from the writer of the option at the stated exercise price.

As a holder of a put option, the Fund will have the right to sell the securities underlying the option and as the holder of a call option, the

Fund will have the right to purchase the currencies or securities underlying the option, in each case at their exercise price at any time prior

to the option’s expiration date for American options or only at expiration for European options. The Fund could seek to terminate its option

positions prior to their expiration by entering into closing transactions. The ability of the Fund to enter into a closing sale transaction

depends on the existence of a liquid secondary market. There can be no assurance that a closing purchase or sale transaction can be

effected when the Fund so desires.

Certain Considerations Regarding Options. The hours of trading for options may not conform to the hours during which the underlying

securities are traded. To the extent that the options markets close before the markets for the underlying securities, significant price and rate

movements can take place in the underlying markets that cannot be reflected in the options markets. The purchase of options is a highly

specialized activity which involves investment techniques and risks different from those associated with ordinary portfolio securities

transactions. The purchase of options involves the risk that the premium and transaction costs paid by the Fund in purchasing an option

will be lost as a result of unanticipated movements in prices of the securities on which the option is based. Imperfect correlation between

the options and securities markets may detract from the effectiveness of attempted hedging. Options transactions may result in

significantly higher transaction costs and portfolio turnover for the Fund.

Some, but not all, of the options may be traded and listed on an exchange. There is no assurance that a liquid secondary market on an

options exchange will exist for any particular option at any particular time, and for some options no secondary market on an exchange or

elsewhere may exist. If the Fund is unable to effect a closing sale transaction with respect to options on securities that it has purchased, it

would have to exercise the option in order to realize any profit and would incur transaction costs upon the purchase and sale of the

underlying securities.
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Futures Contracts. The Fund will, from time to time, enter into securities-related futures contracts, including security futures contracts, as

an anticipatory hedge. The Fund’s derivative investments may include sales of futures as an offset against the effect of expected declines in

securities prices and purchases of futures as an offset against the effect of expected increases in securities prices. A security futures

contract is a legally binding agreement between two parties to purchase or sell in the future a specific quantity of a security or of the

component securities of a narrow-based security index, at a certain price. A person who buys a security futures contract enters into a

contract to purchase an underlying security and is said to be “long” the contract. A person who sells a security futures contact enters into a

contract to sell the underlying security and is said to be “short” the contract. The price at which the contract trades (the “contract price”) is

determined by relative buying and selling interest on a regulated exchange.

Transaction costs are incurred when a futures contract is bought or sold, and margin deposits must be maintained. In order to enter into a

security futures contract, the Fund must deposit funds with its custodian in the name of the futures commodities merchant equal to a

specified percentage of the current market value of the contract as a performance bond. Moreover, all security futures contracts are

marked-to-market at least daily, usually after the close of trading. At that time, the account of each buyer and seller reflects the amount of

any gain or loss on the security futures contract based on the contract price established at the end of the day for settlement purposes.

An open position, either a long or short position, is typically closed or liquidated by entering into an offsetting transaction (i.e., an equal

and opposite transaction to the one that opened the position) prior to the contract’s expiration. Traditionally, most futures contracts are

liquidated prior to expiration through an offsetting transaction and, thus, holders do not incur a settlement obligation. If the offsetting

purchase price is less than the original sale price, a gain will be realized. Conversely, if the offsetting sale price is more than the original

purchase price, a gain will be realized; if it is less, a loss will be realized. The transaction costs must also be included in these calculations.

There can be no assurance, however, that the Fund will be able to enter into an offsetting transaction with respect to a particular futures

contract at a particular time. If the Fund is not able to enter into an offsetting transaction, the Fund will continue to be required to maintain

the margin deposits on the futures contract and it is possible that the Fund will not be able to realize a gain in the value of its future

position or prevent losses from mounting. This inability to liquidate could occur, for example, if trading is halted due to unusual trading

activity in either the security futures contract or the underlying security; if trading is halted due to recent news events involving the issuer

of the underlying security; if systems failures occur on an exchange or at the firm carrying the position; or, if the position is on an illiquid

market. Even if the Fund can liquidate its position, it will, from time to time, be forced to do so at a price that involves a large loss.

Under certain market conditions, it may also be difficult or impossible to manage the risk from open security futures positions by entering

into an equivalent but opposite position in another contract month, on another market, or in the underlying security. This inability to take

positions to limit the risk could occur, for example, if trading is halted across markets due to unusual trading activity in the security futures

contract or the underlying security or due to recent news events involving the issuer of the underlying security.

There can be no assurance that a liquid market will exist at a time when the Fund seeks to close out a futures contract position. The Fund

will continue to be required to meet margin requirements until the position is closed, possibly resulting in a decline in the Fund’s NAV. In

addition, many of the contracts discussed above are relatively new instruments without a significant trading history. As a result, there can

be no assurance that an active secondary market will develop or continue to exist.

Security futures contracts that are not liquidated prior to expiration must be settled in accordance with the terms of the contract. Some

security futures contracts are settled by physical delivery of the underlying security. At the expiration of a security futures contract that is

settled through physical delivery, a person who is long the contract must pay the final settlement price set by the regulated exchange or the

clearing organization and take delivery of the underlying securities. Conversely, a person who is short the contract must make delivery of

the underlying securities in exchange for the final settlement price. Settlement with physical delivery may involve additional costs.
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Other security futures contracts are settled through cash settlement. In this case, the underlying security is not delivered. Instead, any

positions in such security futures contracts that are open at the end of the last trading day are settled through a final cash payment based on

a final settlement price determined by the exchange or clearing organization. Once this payment is made, neither party has any further

obligations on the contract.

As noted above, margin is the amount of funds that must be deposited by the Fund in order to initiate futures trading and to maintain the

Fund’s open positions in futures contracts. A margin deposit is intended to ensure the Fund’s performance of the futures contract. The

margin required for a particular futures contract is set by the exchange on which the futures contract is traded and may be significantly

modified from time to time by the exchange during the term of the futures contract.

If the price of an open futures contract changes (by increase in the case of a sale or by decrease in the case of a purchase) so that the loss

on the futures contract reaches a point at which the margin on deposit does not satisfy margin requirements, the broker will require an

increase in the margin. However, if the value of a position increases because of favorable price changes in the futures contract so that the

margin deposit exceeds the required margin, the broker will pay the excess to the Fund. In computing daily NAV, the Fund will mark to

market the current value of its open futures contracts. The Fund expects to earn interest income on its margin deposits.

Because of the low margin deposits required, futures contracts trading involves an extremely high degree of leverage. As a result, a

relatively small price movement in a futures contract may result in an immediate and substantial loss or gain to the investor. For example,

if at the time of purchase 10% of the value of the futures contract is deposited as margin, a subsequent 10% decrease in the value of the

futures contract would result in a total loss of the margin deposit, before any deduction for the transaction costs, if the account were then

closed out. A 15% decrease would result in a loss equal to 150% of the original margin deposit, before any deduction for the transaction

costs, if the futures contracts were closed out. Thus, a purchase or sale of a futures contract may result in losses in excess of the amount

initially invested in the futures contract.

In addition to the foregoing, imperfect correlation between the futures contracts and the underlying securities may prevent the Fund from

achieving the intended hedge or expose the Fund to risk of loss. Under certain market conditions, the prices of security futures contracts

may not maintain their customary or anticipated relationships to the prices of the underlying security or index. These pricing disparities

could occur, for example, when the market for the security futures contract is illiquid, when the primary market for the underlying security

is closed, or when the reporting of transactions in the underlying security has been delayed.

In addition, the value of a position in security futures contracts could be affected if trading is halted in either the security futures contract

or the underlying security. In certain circumstances, regulated exchanges are required by law to halt trading in security futures contracts.

For example, trading on a particular security futures contract must be halted if trading is halted on the listed market for the underlying

security as a result of pending news, regulatory concerns, or market volatility. Similarly, trading of a security futures contract on a narrow-

based security index must be halted under circumstances where trading is halted on securities accounting for at least 50% of the market

capitalization of the index. In addition, regulated exchanges are required to halt trading in all security futures contracts for a specified

period of time when the Dow Jones Industrial Average (“DJIA”) experiences one-day declines of 10%, 20% and 30%. The regulated

exchanges may also have discretion under their rules to halt trading in other circumstances, such as when the exchange determines that the

halt would be advisable in maintaining a fair and orderly market.

A trading halt, either by a regulated exchange that trades security futures or an exchange trading the underlying security or instrument,

could prevent the Fund from liquidating a position in security futures contracts in a timely manner, which could expose the Fund to a loss.

Each regulated exchange trading a security futures contract may also open and close for trading at different times than other regulated

exchanges trading security futures contracts or markets trading the underlying security or
 

23



securities. Trading in security futures contracts prior to the opening or after the close of the primary market for the underlying security

may be less liquid than trading during regular market hours.

Interest Rate Transactions. The Fund can normally be expected to have less significant interest rate-related fluctuations in its NAV per

Share than investment companies investing primarily in fixed-income instruments (other than money market funds and some short-term

bond funds). However, because floating or variable rates on secured loans only reset periodically, changes in prevailing interest rates can

be expected to cause some fluctuations in the Fund’s NAV. Similarly, a sudden and significant increase in market interest rates could cause

a decline in the Fund’s NAV. In addition, secured loans could allow a borrower to opt between LIBOR-based (or LIBOR replacement-

based) interest rates and interest rates based on bank prime rates, which could have an impact the Fund’s NAV.

The Fund will, from time to time, use interest rate swaps for risk management purposes only and not as a speculative investment and

would typically use interest rate swaps to shorten the average interest rate reset time of the Fund’s holdings. Interest rate swaps involve the

exchange by the Fund with another party of their respective commitments to pay or receive interest (e.g., an exchange of fixed-rate

payments for floating rate payments). The Fund will only enter into interest rate swaps on a net basis. If the other party to an interest rate

swap defaults, the Fund’s risk of loss consists of the net amount of payments that the Fund is contractually entitled to receive. The

counterparty risk for cleared interest rate swap transactions is generally lower than for uncleared over-the-counter interest rate swaps since

generally a clearing organization becomes substituted for each counterparty to a cleared swap contract and, in effect, guarantees the

parties’ performance under the contract as each party to a trade looks only to the clearing house for performance of financial obligations.

However, there can be no assurance that the clearing house, or its members, will satisfy its obligations to the Fund. The net amount of the

excess, if any, of the Fund’s obligations over its entitlements will be maintained in a segregated account by the Custodian. The Fund will

not enter into an interest rate swap unless the claims-paying ability of the other party thereto is considered to be investment grade by the

Adviser. If there is a default by the other party to such a transaction, the Fund will have contractual remedies pursuant to the agreements

related to the transaction. These instruments are typically traded in the OTC market.

The use of interest rate swaps is a highly specialized activity which involves investment techniques and risks different from those

associated with ordinary portfolio securities transactions. If the Adviser is incorrect in its forecasts of market values, interest rates and

other applicable factors, the investment performance of the Fund would be unfavorably affected.

Foreign Currency Transactions. The Fund will, from time to time, engage in foreign currency transactions in connection with its

investments in foreign securities. The Fund will conduct its foreign currency transactions either on a spot (i.e., cash) basis at the rate then-

prevailing in the foreign currency markets or through forward contracts to purchase or sell foreign currencies.

Foreign Currency Forward Contracts. The Fund will, from time to time, enter into foreign currency forward contracts in order to protect

against possible losses on non-U.S. dollar denominated investments resulting from adverse changes in the relationship between the U.S.

dollar and foreign currencies. A foreign currency forward exchange contract is an obligation to purchase or sell a specific currency at a

future date, which can be any fixed number of days (usually less than one year) from the date of the contract agreed upon by the parties, at

a price and for an amount set at the time of the contract. These contracts are often traded in the interbank market directly between currency

traders (usually large commercial banks) and their customers. A forward contract generally has a margin requirement, and no commissions

are charged at any stage for trades. Although foreign exchange dealers do not charge a fee for conversion, they do realize a profit based on

the difference (the spread) between the price at which they are buying and selling various currencies. However, foreign currency forward

contracts could limit potential gains which could result from a positive change in such currency relationships. The Fund does not speculate

in foreign currency.
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Except for cross-hedges, the Fund will not enter into foreign currency forward contracts or maintain a net exposure in such contracts when

it would be obligated to deliver an amount of foreign currency in excess of the value of its portfolio securities or other assets denominated

in that currency or, in the case of a “cross-hedge,” denominated in a currency or currencies that the Adviser believes will tend to be closely

correlated with that currency with regard to price movements. At the consummation of a forward contract, the Fund could either make

delivery of the foreign currency or terminate its contractual obligation to deliver the foreign currency by purchasing an offsetting contract

obligating it to purchase, at the same maturity date, the same amount of such foreign currency. If the Fund chooses to make delivery of the

foreign currency, it could be required to obtain such currency through the sale of portfolio securities denominated in such currency or

through conversion of other assets of the Fund into such currency. If the Fund engages in an offsetting transaction, the Fund will incur a

gain or loss to the extent that there is a difference between the forward contract price and the offsetting forward contract price.

It should be realized that this method of protecting the value of the Fund’s portfolio securities against a decline in the value of a currency

does not eliminate fluctuations in the underlying prices of the securities. It simply establishes a rate of exchange which can be achieved at

some future point in time. Additionally, although such contracts tend to minimize the risk of loss due to a decline in the value of the

hedged currency, at the same time they tend to limit any potential gain should the value of such currency increase. Generally, the Fund will

not enter into a foreign currency forward contract with a term longer than one year.

Commodities-Related Derivatives. The Fund will, from time to time, use commodities-related derivatives to hedge a position in a

commodity-related issuer or industry. Commodities-related derivatives include, but are not limited to, commodities contracts, commodity

futures or options thereon (investments in contracts for the future purchase or sale of commodities); total return swaps based on a

commodity index (permitting one party to receive/pay the total return on a commodity index against payment/receipt of an agreed upon

spread/interest rate); commodity-linked notes (providing a return based on a formula referenced to a commodity index); commodity

exchange traded notes (non-interest paying debt instruments whose price fluctuates (by contractual commitment) with an underlying

commodities index); sovereign issued oil warrants (a sovereign obligation the coupon on which is contingent on the price of oil); and any

other commodities-related derivative permitted by law.

Equity Swaps. In a typical equity swap, one party agrees to pay another party the return on a security, security index or basket of securities

in return for a specified interest rate. By entering into an equity index swap, the index receiver can gain exposure to securities making up

the index of securities without actually purchasing those securities. Equity index swaps involve not only the risk associated with

investment in the securities represented in the index, but also the risk that the performance of such securities, including dividends, will not

exceed the interest that the Fund will be committed to pay under the swap.

Regulation of Derivatives. The derivatives markets have become subject to comprehensive statutes, regulations and margin requirements.

Regulation of the derivatives market presents additional risks to the Fund and may limit the ability of the Fund to use, and the availability

or performance of such instruments. For instance, in October 2020, the SEC adopted Rule 18f-4 under the 1940 Act providing for the

regulation of a registered investment company’s use of derivatives, short sales, reverse repurchase agreements, and certain other

instruments. Under Rule 18f-4, a fund’s derivatives exposure is limited through a value-at-risk test and requires the adoption and

implementation of a derivatives risk management program for certain derivatives users. However, subject to certain conditions, funds that

do not invest heavily in derivatives may be deemed limited derivatives users and would not be subject to the full requirements of Rule

18f-4. In connection with the adoption of Rule 18f-4, the SEC also eliminated the asset segregation and cover framework arising from

prior SEC guidance for covering derivatives and certain financial instruments, as discussed herein, effective at the time that the Fund

complies with Rule 18f-4. Rule 18f-4 could limit the Fund’s ability to engage in certain derivatives and other transactions and/or increase

the costs of such transactions, which could adversely affect the value or performance of the Fund. The scheduled compliance date for the

rule is August 19, 2022.
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When-Issued and Forward Commitment Securities

From time to time, the Fund will purchase securities on a “when-issued” basis and will purchase or sell securities on a “forward

commitment” basis in order to acquire the security or to hedge against anticipated changes in interest rates and prices. When such

transactions are negotiated, the price, which is generally expressed in yield terms, is fixed at the time the commitment is made, but

delivery and payment for the securities take place at a later date. When-issued securities and forward commitments may be sold prior to

the settlement date, but the Fund will enter into when-issued and forward commitments only with the intention of actually receiving or

delivering the securities, as the case may be. If the Fund disposes of the right to acquire a when-issued security prior to its acquisition or

disposes of its right to deliver or receive against a forward commitment, it might incur a gain or loss. At the time the Fund enters into a

transaction on a when-issued or forward commitment basis, it will designate on its books and records cash or liquid credit securities equal

to at least the value of the when-issued or forward commitment securities. The value of these assets will be monitored daily to ensure that

their marked-to-market value will at all times equal or exceed the corresponding obligations of the Fund. There is always a risk that the

securities may not be delivered and that the Fund will incur a loss. Settlements in the ordinary course, which may take substantially more

than five business days, are not treated by the Fund as when-issued or forward commitment transactions and accordingly are not subject to

the foregoing restrictions.

Securities purchased on a forward commitment or when-issued basis are subject to changes in value (generally changing in the same way,

i.e., appreciating when interest rates decline and depreciating when interest rates rise) based upon the public’s perception of the

creditworthiness of the issuer and changes, actual or anticipated, in the level of interest rates. Securities purchased with a forward

commitment or when-issued basis may expose the Fund to risks because they may experience such fluctuations prior to their actual

delivery. Purchasing securities on a when-issued basis can involve the additional risks that the yield available in the market when the

delivery takes place actually may be higher than that obtained in the transaction itself. Purchasing securities on a forward commitment or

when-issued basis when the Fund is fully invested may result in greater potential fluctuation in the value of the Fund’s net assets and its

net asset value per Share.

The risks and effect of settlements in the ordinary course on the Fund’s net asset value are not the same as the risks and effect of when-

issued and forward commitment securities.

The purchase price of when-issued and forward commitment securities are expressed in yield terms, which reference a floating rate of

interest, and is therefore subject to fluctuations of the security’s value in the market from the date of the Fund’s commitment (the

“Commitment Date”) to the date of the actual delivery and payment for such securities (the “Settlement Date”). There is a risk that, on the

Settlement Date, the Fund’s payment of the final purchase price, which is calculated on the yield negotiated on the Commitment Date, will

be higher than the market’s valuation of the security on the Settlement Date. This same risk is also borne if the Fund disposes of its right to

acquire a when-issued security, or its right to deliver or receive a forward commitment security, and there is a downward market

movement in the value of the security from the Commitment Date to the Settlement Date. No income accrues to the Fund during the

period from the Commitment Date to the Settlement Date. On the other hand, the Fund could incur a gain if the Fund invests in when-

issued and forward commitment securities and correctly anticipates the rise in interest rates and prices in the market.

The settlements of secondary market purchases of Senior Loans in the ordinary course, on a settlement date beyond the period expected by

loan market participants (i.e., T+7 for par loans and T+20 for distressed loans, in other words more than seven or twenty business days

beyond the trade date, respectively) are subject to the delayed compensation mechanics prescribed by the Loan Syndications and Trading

Association (“LSTA”). For par loans, income accrues to the buyer of the Senior Loan (the “Buyer”) during the period beginning on the last

date by which the Senior Loan purchase should have settled (T+7) to and including the actual settlement date. Should settlement of a par

Senior Loan purchase in the secondary market be delayed beyond the T+7 period prescribed by the LSTA, the Buyer is typically

compensated for such delay through a payment from the seller of the Senior Loan (this payment may be netted from the wire released on

settlement date for the purchase price of
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the Senior Loan paid by the Buyer). In brief, the adjustment is typically calculated by multiplying the notional amount of the trade by the

applicable margin in the Loan Agreement pro-rated for the number of business days (calculated using a year of 360 days) beyond the

settlement period prescribed by the LSTA, plus any amendment or consent fees that the Buyer should have received. Furthermore, the

purchase of a Senior Loan in the secondary market is typically negotiated and finalized pursuant to a binding trade confirmation, and

therefore, the risk of non-delivery of the security to the Fund is reduced or eliminated when compared with such risk when investing in

when-issued or forward commitment securities.

Reverse Repurchase Agreements

The Fund will, from time to time, enter into reverse repurchase agreements with respect to its portfolio investments subject to the

investment restrictions set forth herein. Reverse repurchase agreements involve the sale of securities held by the Fund with an agreement

by the Fund to repurchase the securities at an agreed upon price, date and interest payment. Consistent with current SEC requirements, at

the time the Fund enters into a reverse repurchase agreement, it will designate on its books and records liquid instruments having a value

not less than the repurchase price (including accrued interest). If the Fund establishes and maintains such a segregated account, a reverse

repurchase agreement will not be considered a borrowing by the Fund for purposes of the 1940 Act; however, under certain circumstances

in which the Fund does not establish and maintain such a segregated account, such reverse repurchase agreement will be considered a

borrowing for the purpose of the Fund’s limitation on borrowings. The use by the Fund of reverse repurchase agreements involves many of

the same risks of leverage since the proceeds derived from such reverse repurchase agreements may be invested in additional securities.

Reverse repurchase agreements involve the risk that the market value of the securities acquired in connection with the reverse repurchase

agreement may decline below the price of the securities the Fund has sold but is obligated to repurchase. Also, reverse repurchase

agreements involve the risk that the market value of the securities retained in lieu of sale by the Fund in connection with the reverse

repurchase agreement may decline in price.

If the buyer of securities under a reverse repurchase agreement files for bankruptcy or becomes insolvent, such buyer or its trustee or

receiver may receive an extension of time to determine whether to enforce the Fund’s obligation to repurchase the securities, and the

Fund’s use of the proceeds of the reverse repurchase agreement may effectively be restricted pending such decision. Also, the Fund would

bear the risk of loss to the extent that the proceeds of the reverse repurchase agreement are less than the value of the securities subject to

such agreement.

Repurchase Agreements

The Fund will, from time to time, invest in repurchase agreements. A repurchase agreement is a contractual agreement whereby the seller

of securities agrees to repurchase the same security at a specified price on a future date agreed upon by the parties. The agreed-upon

repurchase price determines the yield during the Fund’s holding period. Repurchase agreements are considered to be loans collateralized

by the underlying security that is the subject of the repurchase contract. The Fund will only enter into repurchase agreements with

registered securities dealers or domestic banks that, in the opinion of the Adviser, present minimal credit risk. The risk to the Fund is

limited to the ability of the issuer to pay the agreed-upon repurchase price on the delivery date; however, although the value of the

underlying collateral at the time the transaction is entered into always equals or exceeds the agreed-upon repurchase price, if the value of

the collateral declines there is a risk of loss of both principal and interest. In the event of default, the collateral may be sold but the Fund

might incur a loss if the value of the collateral declines and might incur disposition costs or experience delays in connection with

liquidating the collateral. In addition, if bankruptcy proceedings are commenced with respect to the seller of the security, realization upon

the collateral by the Fund may be delayed or limited. The Adviser will monitor the value of the collateral at the time the transaction is

entered into and at all times subsequent during the term of the repurchase agreement in an effort to determine that such value always

equals or exceeds the agreed-upon repurchase price. In the event the value of the collateral declines below the repurchase price, the

Adviser will
 

27



demand additional collateral from the issuer to increase the value of the collateral to at least that of the repurchase price, including interest.

Short Sales

The Fund will, from time to time, engage in short sales of securities, particularly of corporate bonds and other fixed-income instruments. A

short sale is a transaction in which the Fund sells a security it does not own as a means of attractive financing for purchasing other assets

or in anticipation that the market price of that security will decline. The Fund will, from time to time, make short sales for financing, risk

management, in order to maintain portfolio flexibility or to enhance income or gain.

When the Fund makes a short sale, it must borrow the security sold short and deliver it to the broker-dealer through which it made the

short sale as collateral for its obligation to deliver the security upon conclusion of the sale. The Fund will, from time to time, have to pay a

fee to borrow particular securities and is often obligated to pay over any payments received on such borrowed securities.

The Fund’s obligation to replace the borrowed security may be secured by collateral deposited with the broker-dealer, usually cash, U.S.

government securities or other liquid securities. Under current SEC requirements, the Fund will, from time to time, also be required to

designate on its books and records similar collateral with its custodian to the extent, if any, necessary so that the aggregate collateral value

is at all times at least equal to the current market value of the security sold short. Depending on arrangements made with the broker-dealer

from which it borrowed the security regarding payment over of any payments received by the Fund on such security, the Fund may not

receive any payments (including interest) on its collateral deposited with such broker-dealer.

If the price of the security sold short increases between the time of the short sale and the time the Fund replaces the borrowed security, the

Fund will incur a loss; conversely, if the price declines, the Fund will realize a gain. Any gain will be decreased, and any loss increased, by

the transaction costs described above. Although the Fund’s gain is limited to the price at which it sold the security short, its potential loss is

theoretically unlimited.

Other Investment Companies

The Fund will, from time to time, invest in securities issued by other investment companies within the limits prescribed by the 1940 Act,

the rules and regulations thereunder and any exemptive orders currently or in the future obtained by the Fund from the SEC. These

securities include shares of other closed-end funds, open-end investment companies (i.e., mutual funds) and ETFs. As a stockholder in an

investment company, the Fund will bear its ratable share of that investment company’s expenses and would remain subject to payment of

the Fund’s management fees with respect to assets so invested. Shareholders would therefore be subject to duplicative expenses to the

extent the Fund invests in other investment companies. In addition, the securities of other investment companies may also be leveraged

and will therefore be subject to the same leverage risks described herein.
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MANAGEMENT OF THE FUND

Board of Trustees of the Fund

The business and affairs of the Fund are managed under the oversight of the Board subject to the laws of the State of Delaware and the Fund’s Declaration of Trust. Each member of the Board serves until his or her successor is duly elected and qualified.

Below is a list of the Fund’s Trustees and their present positions and principal occupations during the past five years. Trustees who are not deemed to be “interested persons” of the Fund as defined in the 1940 Act are referred to as “Independent Trustees.” Trustees who are deemed to be

“interested persons” of the Fund are referred to as “Interested Trustees.” The term “Fund Complex” includes the registered investment companies advised by the Adviser or its affiliates as of the date of this Statement of Additional Information.

Trustees of the Fund
 

Name, Age and Address1 

Position(s)
Held with the

Fund  

Term of Office
and Length of
Time Served  

Principal
Occupation(s) During

Past 5 Years  

Number of
Registered
Investment

Companies in
Fund Complex

Overseen by
Trustee2   

Other
Directorships

Held by
Trustee3

Interested Trustee      

Eric Mogelof (46)  Trustee, Chair and President Since December 2020 Global head of KKR’s Client and Partner Group and Partner of KKR (since 2020); Head of U.S. Global Wealth Management (2017-2020) and Head of Asia Pacific (2014-2017), PIMCO.  2   None

Independent
Trustees      

Michael E. Cahill

(71)  

Trustee

 

Since Inception

 

Executive Vice President (2008-2013) and Managing Director and General Counsel (1991-2013), The TCW Group, Inc. and Trust Company of the West (financial services firm).

 

 2  

 

None

Tobin V. Levy (78)  Trustee  Since Inception  Executive Vice President & Chief Financial Officer, Local Initiatives Support Corporation (non-profit support and resources) (2011-2014).   2   None
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Name, Age and Address1 

Position(s)
Held

with the
Fund  

Term of Office
and Length of
Time Served  

Principal
Occupation(s) During

Past 5 Years  

Number of
Registered
Investment

Companies in
Fund Complex

Overseen by
Trustee2  

Other
Directorships

Held by
Trustee3

Catherine Sidamon-

Eristoff (58)  

Trustee

 

Since In

ception  

Treasurer and Board Member, C-Change Conversations (non-profit organization), Board Member, FlexPaths LLC (workplace strategy and consulting firm), Managing Director, Constellation Wealth Advisors (financial services firm) (2007-2015).

 

2

 

None

Jeffrey L. Zlot (51)  Trustee  Since Inception Managing Director, Tiedemann Advisors (formerly, Tiedemann Wealth Management) (investment consultant and investment banking) (since 1997).  2  None

 
1 Each Trustee may be contacted by writing to the Trustee, c/o KKR Credit Advisors (US) LLC, 555 California Street, 50th Floor, San Francisco, California 94104, Attn: General Counsel.

2 The Fund Complex is comprised of the Fund, KKR Real Estate Select Trust Inc. and KKR Income Opportunities Fund.

3 This column includes only directorships of companies required to report to the SEC under the Securities Exchange Act of 1934, as amended (the “Exchange Act”) (i.e., “public companies”) or other investment companies registered under the 1940 Act.

Experience of Trustees

The Board has concluded, based on experience, qualifications and attributes, that each Trustee should serve as a Trustee. Following is a brief summary of the information that led to and/or supports this conclusion.

Michael E. Cahill, an Independent Trustee, served as Executive Vice President from 2008 to 2013 and Managing Director and General Counsel from 1991 to 2013 of The TCW Group, Inc. and Trust Company of the West, an international investment management firm. Mr. Cahill previously worked at Act

III Communications in Los Angeles from 1988 to 1991, where he was Senior Vice President and General Counsel. Earlier in his career, Mr. Cahill was in private corporate law practice at O’Melveny and Myers LLP in Los Angeles and at Shenas, Robbins, Shenas & Shaw in San Diego. Mr. Cahill currently serves on the

Board of Trustees of Southwestern Law School in Los Angeles. Mr. Cahill holds a B.A. from Bishops University, a J.D. from Osgoode Hall Law School, York University and an LL.M. from Harvard University.

Tobin V. Levy, an Independent Trustee, was previously employed by Goldman Sachs & Co. for 13 years where he served as a Managing Director and Chief Financial Officer of the Hedge Fund Strategies Group. While at Goldman Sachs & Co., Mr. Levy established and managed Goldman Sachs Bank

USA, a $20 billion Goldman
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Sachs bank subsidiary of which he was Chairman and Chief Executive Officer. Prior to that, Mr. Levy was employed by Caisse Nationale

de Credit Agricole for 10 years in a variety of roles, including as a Member of the Executive Committee. Earlier in his career, Mr. Levy

held management roles at Norwest Bank and First Pennsylvania Corporation. Before Mr. Levy began his career, he was a First Lieutenant

in the U.S. Army from 1968 to 1971. Mr. Levy currently serves as a Trustee of Preservation of Affordable Housing, Inc. and was formerly

a Trustee of the Borough of Princeton Housing Authority and Head of the Investment Committee for Princeton Public Library. Mr. Levy

holds a B.S. in Economics from the University of Pennsylvania and an M.B.A. from Wharton at the University of Pennsylvania.

Catherine B. Sidamon-Eristoff, an Independent Trustee, is a Board Member of FlexPaths LLC, a workplace strategy and consulting

firm. She is Treasurer and a Board Member of C-Change Conversations, a non-profit organization promoting non-partisan dialogue on

climate change and energy. Previously, Ms. Sidamon-Eristoff was a Managing Director of Constellation Wealth Advisors from 2007 until

its sale in 2015 to First Republic Bank. She started her career in 1987 at Morgan Stanley, spending most of it in Private Wealth

Management, first as a fixed income portfolio manager, then as a Managing Director and head of the New York and other offices. She

retired in 2005 as an Advisory Director. Ms. Sidamon-Eristoff has served on the boards of numerous non-profit organizations in New York

and New Jersey. She holds a B.A. in Political Science from Duke University and an M.B.A. from the Fuqua School of Business at Duke

University.

Jeffrey L. Zlot, an Independent Trustee, has served as a Managing Director of Tiedemann Advisors (formerly, Tiedemann Wealth

Management), an investment consulting and banking firm, since 1997. Mr. Zlot was previously the Chief Compliance Officer of Presidio

Merchant Partners, LLC, a wholly-owned subsidiary of The Presidio Group LLC. Mr. Zlot served as Chief Financial Officer of The

Presidio Group LLC from 1997 to 2007. Previously, he worked as a Research Analyst at Peter Hart Research Associates. Mr. Zlot serves

as the President of the Board of Camp Tawonga. Mr. Zlot holds a B.A. in Government from Colby College and is a Certified Financial

Planner.

Eric Mogelof, an Interested Trustee, joined KKR in October 2020 as the global head of KKR’s Client and Partner Group and as a

Partner of KKR. Mr. Mogelof also serves on the firm’s Distribution Committee. Prior to joining KKR, Mr. Mogelof spent 17 years at

PIMCO and held various leadership roles including head of PIMCO’s U.S. Global Wealth Management business, head of PIMCO’s Asia

Pacific business, head of PIMCO’s Global Advisory effort, and co-head of PIMCO’s Americas Institutional business. He was also a

member of PIMCO’s Executive Committee and board member of the PIMCO Foundation. Prior to PIMCO, Mr. Mogelof worked at

Salomon Brothers in investment banking and at Jupiter Partners, a private equity firm. He has 22 years of investment experience and holds

an MBA from Harvard Business School. He received an undergraduate degree in mathematics and economics from Yale University.
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Trustee Beneficial Ownership of Fund Shares

The following table shows the dollar range of equity securities owned by the Trustees in the Fund and in other investment companies

overseen by the Trustees within the same family of investment companies as of January 31, 2022.

 

Name   
Dollar Range1 of Equity
Securities in the Fund   

Aggregate Dollar Range of Equity
Securities Overseen by the Trustees

in the Family of Registered
Investment Companies2

Interested Trustee     

Eric Mogelof   None   Over $100,000

Independent Trustees     

Michael E. Cahill   $10,001-$50,000   Over $100,000

Tobin V. Levy   $10,001-$50,000   Over $100,000

 

Name   
Dollar Range1 of Equity
Securities in the Fund    

Aggregate Dollar Range of Equity
Securities Overseen by the Trustees

in the Family of Registered
Investment Companies2

Catherine Sidamon-

Eristoff   $ 50,001-$100,000   Over $100,000

Jeffrey L. Zlot   $ 50,001-$100,000   Over $100,000
 
1 “Beneficial Ownership” is determined in accordance with Section 16a-1(a)(2) under the Exchange Act.

2 The term “Family of Registered Investment Companies” refers to all registered investment companies advised by the Adviser or an

affiliate board.

Compensation of Trustees

Each Independent Trustee is compensated by an annual retainer and meeting fees. The following is the compensation paid to the Trustees

for the fiscal year ended October 31, 2021. The Independent Trustees may elect to defer part or all of the fees earned for serving as

Trustees of the Fund pursuant to a deferred compensation plan.

 

Name of Trustee   
Aggregate Compensation

From the Fund    

Total Compensation From
Fund Complex Paid to

Trustees  

Interested Trustee1     

Eric Mogelof   $ 0   $ 0 

Independent Trustees     

Michael E. Cahill   $ 30,000   $ 60,000 

Tobin V. Levy   $ 30,000   $ 60,000 

Catherine Sidamon-

Eristoff   $ 30,000   $ 60,000 

Jeffrey L. Zlot   $ 30,000   $ 60,000 
 
1 The Interested Trustee is not compensated by the Fund or the Fund Complex for his services.
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Board Committees

In addition to serving on the Board, the Independent Trustees also serve on the following committees, which have been established by the

Board to handle certain designated responsibilities. The Board has designated a chair of each committee. The Board may establish

additional committees, change the membership of any committee, fill all vacancies and designate alternate members to replace any absent

or disqualified member of any committee or to dissolve any committee as it deems necessary and in the Fund’s best interest.

Audit Committee. The members of the Fund’s Audit Committee (the “Audit Committee”) are Michael E. Cahill, Tobin V. Levy, Catherine

Sidamon-Eristoff and Jeffrey L. Zlot, each of whom meets the independence standards established by the SEC for audit committees and is

independent for purposes of the 1940 Act. Tobin V. Levy serves as chair of the Audit Committee. The Board has determined that Mr. Levy

is an “audit committee financial expert” as that term is defined under Item 407 of Regulation S-K of the Exchange Act. The Audit

Committee operates pursuant to a written charter and meets periodically as necessary. A copy of the Audit Committee’s charter is available

on our website: http://www.kkrfunds.com. The Audit Committee is responsible for selecting, engaging and discharging the Fund’s

independent registered public accounting firm, reviewing the plans, scope and results of the audit engagement with the Fund’s independent

registered public accounting firm, approving professional services provided by the Fund’s independent registered public accounting firm

(including compensation therefor), reviewing the independence of the Fund’s independent registered public accounting firm and reviewing

the adequacy of the Fund’s internal controls over financial reporting. The Audit Committee met two times during the fiscal year ended

October 31, 2021. No member of the nominating committee is an “interested person” of the Fund.

Nominating Committee. The members of the Fund’s Nominating Committee (the “Nominating Committee”) are Michael E. Cahill, Tobin

V. Levy, Catherine Sidamon-Eristoff and Jeffrey L. Zlot, each of whom meets the independence standards established by the SEC for

governance committees and is independent for purposes of the 1940 Act. Jeffrey L. Zlot serves as chair of the Nominating Committee. The

Nominating Committee operates pursuant to a written charter and meets periodically as necessary. A copy of the Nominating Committee’s

charter available on our website: http://www.kkrfunds.com. The Nominating Committee is responsible for selecting, researching, and

nominating trustees for election by Shareholders, periodically reviewing the composition of the Board in light of the current needs of the

Board and the Fund, and determining whether it may be appropriate to add or remove individuals after considering issues of judgment,

diversity, age, skills, background and experience. The Nominating Committee will consider proposed nominations for trustees by

Shareholders who have sent nominations (which include the biographical information and the qualifications of the proposed nominee) to

the Chief Executive Officer of the Fund, as the Nominating Committee deems appropriate. The Nominating Committee met two times

during the fiscal year ended October 31, 2021. No member of the nominating committee is an “interested person” of the Fund.

Board Leadership Structure

The Board is currently composed of five Trustees, four of whom are Independent Trustees. The Fund’s business and affairs are managed

under the direction of its Board. Among other things, the Board sets broad policies for the Fund and approves the appointment of the

Fund’s administrator and officers. The role of the Board, and of any individual Trustee, is one of oversight and not of management of the

Fund’s day-to-day affairs.

Under the Fund’s Bylaws, the Board may designate one of the Trustees as chair to preside over meetings of the Board and meetings of

Shareholders, and to perform such other duties as may be assigned to him or her by the Board. Presently, Eric Mogelof serves as Chair of

the Board and is an Interested Trustee by virtue of his employment relationship with an affiliate of the Adviser. The Board believes that it

is in the best interests of Fund Shareholders for Mr. Mogelof to serve as Chair of the Board because of his significant experience in matters

of relevance to the Fund’s business. The Board does not, at the present time, have a lead Independent
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Trustee; the Board has determined that the compositions of the Audit Committee and the Nominating Committee are appropriate means to

address any potential conflicts of interest that may arise from the Chair’s status as an Interested Trustee. The Board believes that flexibility

to determine its Chair and to recognize its leadership structure is in the best interests of the Fund and its Shareholders at this time.

All of the Independent Trustees play an active role on the Board. The Independent Trustees compose a majority of the Board and will be

closely involved in all material deliberations related to the Fund. The Board believes that, with these practices, each Independent Trustee

has an equal involvement in the actions and oversight role of the Board and equal accountability to the Fund and its Shareholders. The

Independent Trustees are expected to meet separately (i) as part of each regular Board meeting and (ii) with the Fund’s chief compliance

officer, as part of at least one Board meeting each year.

The Board believes that its leadership structure is the optimal structure for the Fund at this time. The Board, which will review its

leadership structure periodically as part of its annual self-assessment process, further believes that its structure is presently appropriate to

enable it to exercise its oversight of the Fund.

Board Role in Risk Oversight

The Trustees meet periodically throughout the year to discuss and consider matters concerning the Fund and to oversee the Fund’s

activities, including its investment performance, compliance program and risks associated with its activities. Risk management is a broad

concept comprising many disparate elements (for example, investment risk, issuer and counterparty risk, compliance risk, operational risk

and business continuity risk). The Board implements its risk oversight function both as a whole and through its committees. The Board has

adopted, and periodically reviews, policies and procedures designed to address risks associated with the Fund’s activities. In the course of

providing oversight, the Board and its committees will receive reports on the Fund’s and the Adviser’s activities, including reports

regarding the Fund’s investment portfolio and financial accounting and reporting. The Board also receives a quarterly report from the

Fund’s chief compliance officer, who reports on the Fund’s compliance with the federal and state securities laws and its internal

compliance policies and procedures as well as those of the Adviser, the Fund’s administrator and the Fund’s transfer agent. The Audit

Committee’s meetings with the Fund’s independent registered public accounting firm also contribute to its oversight of certain internal

control risks. In addition, the Board meets periodically with the Adviser to receive reports regarding the Fund’s operations, including

reports on certain investment and operational risks, and the Independent Trustees are encouraged to communicate directly with senior

members of Fund management.

The Board believes that this role in risk oversight is appropriate. The Board believes that the Fund has robust internal processes in place

and a strong internal control environment to identify and manage risks. However, not all risks that may affect the Fund can be identified or

processes and controls developed to eliminate or mitigate their occurrence or effects, and some risks are beyond the control of the Fund,

the Adviser and the Fund’s other service providers.
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Officers of the Fund

Below is a list of the trustees and officers of the Fund and their present positions and principal occupations during the past five years.

Officers are annually elected by the Trustees.

 

Name, Age and Address  
Position(s) Held
with the Fund  

Term of Office and
Length of Time

Served  
Principal Occupation(s)

During Past 5 Years
Thomas Murphy (55)
KKR Credit Advisors (US) LLC
555 California Street 50th Floor
San Francisco, CA 94104

 

Treasurer, Chief Financial Officer and
Chief Accounting Officer

 

Since Inception

 

Chief Financial Officer, KKR Financial
Holdings LLC (since 2015); Director
(Finance & Accounting), KKR Credit
Advisors (US) LLC (since 2012); Chief
Accounting Officer, KKR Financial
Holdings LLC (since 2009).

Eric Mogelof (46)
KKR Credit Advisors (US) LLC
555 California Street 50th Floor
San Francisco, CA 94104

 

President

 

Since December 2020

 

Global head of KKR’s Client and Partner
Group and Partner of KKR (since 2020);
Head of U.S. Global Wealth
Management (2017-2020) and Head of
Asia Pacific (2014-2017), PIMCO.

Annette O’Donnell-Butner (53)
KKR Credit Advisors (US) LLC
555 California Street 50th Floor
San Francisco, CA 94104

 

Chief Compliance Officer

 

Since Inception

 

Chief Compliance Officer, Corporate
Capital Trust, Inc. (2017-2018);
Managing Director and Chief
Compliance Officer, KKR Credit
Advisors (US) LLC (since 2009).

Michael Nguyen (39)
KKR Credit Advisors (US) LLC
555 California Street 50th Floor
San Francisco, CA 94104  

Secretary and Vice President

 

Since Inception

 

Principal, KKR Credit Advisors (US)
LLC (since 2013).

Doug Krupa (44)
KKR Credit Advisors (US) LLC
555 California Street 50th Floor
San Francisco, CA 94104  

Vice President, Co-Head of Investor
Relations

 

Since Inception

 

Managing Director, Client and Partner
Group (since 2019).

Aaron Dalrymple (45)
KKR Credit Advisors (US) LLC
555 California Street 50th Floor
San Francisco, CA 94104  

Vice President, Co-Head of Investor
Relations

 

Since Inception

 

Director, Client and Partner Group (since
2019).

The Fund’s officers do not receive compensation from the Fund.

The Adviser

The Fund’s investment adviser is KKR Credit Advisors (US) LLC. The Adviser’s principal office is located at 555 California Street, 50th

Floor, San Francisco, CA 94104. The Adviser is a subsidiary of KKR & Co. Inc.

Pursuant to the investment advisory agreement, the Adviser manages the Fund’s investment portfolio, directs purchases and sales of

portfolio securities and reports thereon to the Fund’s officers and trustees regularly. The Adviser or its parent also provides the office

space, facilities, equipment and personnel necessary to perform the following services for the Fund: SEC compliance, including record

keeping, reporting requirements and registration statements and proxies; supervision of Fund operations, including coordination of

functions of the transfer agent, custodian, accountants, counsel and other parties performing services or operational functions for the Fund;

and certain administrative and clerical services, including certain accounting services and maintenance of certain books and records.
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During the fiscal years ended October 31, 2020 and 2021, the Fund paid the Adviser $444,324 and $2,799,427, respectively, under the

investment advisory agreement. The investment advisory agreement between the Fund and the Adviser was most recently considered and

approved by the Board, including a majority of the Independent Trustees, in principle at a meeting held on December 16, 2021. A

discussion regarding the basis for the most recent approval of the renewal of the investment advisory agreement by the Board is available

in the Fund’s semi-annual report to Shareholders.

The investment advisory agreement provides for the Fund to pay an annual fee, payable monthly by the Fund, in an amount equal to

1.30% of the Fund’s average daily Managed Assets. “Managed Assets” means the total assets of the Fund (including any assets attributable

to borrowings for investment purposes) minus the sum of the Fund’s accrued liabilities (other than liabilities representing borrowings for

investment purposes). The Adviser has voluntarily agreed to temporarily reduce its Management Fee to an annual rate of 1.00% of the

Fund’s average daily Managed Assets from July 1, 2021, to September 30, 2022. Effective October 1, 2022, the Adviser’s agreement to

temporarily reduce its Management Fee will terminate, and the Adviser will receive a Management Fee at an annual rate of 1.30% of the

Fund’s average daily Managed Assets. The aforementioned limitation to the fee schedule may be extended, terminated or modified by the

Adviser in its sole discretion and at any time, including prior to any such date listed above.

The investment advisory agreement continues in effect for a period of two years from its effective date, and if not sooner terminated, will

continue in effect for successive periods of 12 months thereafter, provided that each continuance is specifically approved at least annually

by both (1) the vote of a majority of the Board or the vote of a majority of the outstanding securities entitled to vote (as such term is

defined in the 1940 Act) and (2) by the vote of a majority of the Independent Trustees, cast in person at a meeting called for the purpose of

voting on such approval. The agreement may be terminated at any time, without the payment of any penalty, by the Fund (upon the vote of

a majority of the Board or a majority of the outstanding securities entitled to vote) or by the Adviser, upon not more than 60 nor less than

30 days’ written notice by either party to the other which can be waived by the non-terminating party. The agreement will terminate

automatically in the event of its assignment (as such term is defined in the 1940 Act and the rules thereunder).

The investment advisory agreement provides that in the absence of willful misfeasance, bad faith, gross negligence or reckless disregard of

its obligations thereunder, the Adviser is not liable to the Fund or any of the Fund’s Shareholders for any act or omission by the Adviser in

the supervision or management of its respective investment activities or for any loss sustained by the Fund or the Fund’s Shareholders and

provides for indemnification by the Fund of the Adviser, its Trustees, officers, employees, agents and control persons for liabilities

incurred by them in connection with their services to the Fund, subject to certain limitations and conditions.

Although the professional staff of the Adviser will devote as much time to the management of the Fund as the Adviser deems appropriate

to perform its duties in accordance with the investment advisory agreement and in accordance with reasonable commercial standards, the

professional staff of the Adviser may have conflicts in allocating its time and services among the Fund and the Adviser’s other investment

vehicles and accounts. The Adviser has informed the Board that the services of the Adviser are not exclusive, and the Adviser provides

similar services to other clients and may engage in other activities.

Administrator

U.S. Bank Global Fund Services (the “Administrator”), located at 615 East Michigan Street, Milwaukee, Wisconsin 53202, serves as

administrator to the Fund. Under the administration agreement, the Administrator is responsible for calculating the NAV of the Shares and

generally managing the administrative affairs of the Fund.

The Administrator is entitled to receive a monthly fee based on the average daily value of the Fund’s net assets, subject to a minimum

annual fee, plus out-of-pocket expenses.
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Portfolio Managers

The portfolio managers primarily responsible for the day-to-day management of the Fund also manage other registered investment

companies, other pooled investment vehicles and other accounts, as indicated below. The following table identifies, as of October 31,

2021: (i) the number of other registered investment companies, pooled investment vehicles and other accounts managed by the portfolio

manager and (ii) the total assets under management (“AUM”) of such companies, vehicles and accounts, and the number and total AUM

of such companies, vehicles and accounts with respect to which the advisory fee is based on performance.

Christopher A. Sheldon (in millions)
 

   

Number
of

Accounts   Assets of Accounts   

Number of
Accounts Subject
to a Performance

Fee    
Assets Subject to a
Performance Fee  

Registered Investment

Companies    2   $ 1,120    0   $ 0 

Pooled Investment Vehicles

Other Than Registered

Investment Companies    10   $ 24,970    7   $ 21,230 

Other Accounts    15   $ 6,979    9   $ 3,749 

Jeremiah Lane (in millions)
 

   

Number
of

Accounts   Assets of Accounts   

Number of
Accounts Subject
to a Performance

Fee    
Assets Subject to a
Performance Fee  

Registered Investment

Companies    0   $ 0    0   $ 0 

Pooled Investment Vehicles

Other Than Registered

Investment Companies    6   $ 81,472    1   $ 16,561 

Other Accounts    41   $ 19,516    1   $ 246 

Daniel Pietrzak (in millions)
 

   

Number
of

Accounts   Assets of Accounts   

Number of
Accounts Subject
to a Performance

Fee    
Assets Subject to a
Performance Fee  

Registered Investment Companies   0   $ 0    0   $ 0 

Pooled Investment Vehicles Other

Than Registered Investment

Companies    15   $ 61,771    13   $ 20,218 

Other Accounts    19   $ 5,723    13   $ 3,096 

Portfolio Manager Compensation

Consistent with KKR’s global, integrated culture, KKR has one firm-wide compensation and incentive structure based on a global profit

and loss statement, which covers each of the portfolio managers. KKR’s compensation structure is designed to align the interests of the

investment personnel serving the Fund with those of the Fund’s Shareholders and to give everyone a direct financial incentive to ensure

that all of KKR’s resources, knowledge and relationships around the world are utilized to maximize risk-adjusted returns for each strategy.
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Each of KKR’s senior executives, including the portfolio manager responsible for the day-to-day management of the Fund, receives a base

salary and is eligible for a cash bonus and equity compensation, as well as additional incentives including “dollars at work” in KKR fund

investments (other than the Fund) and equity compensation. The cash bonus, equity compensation and “dollars at work” are discretionary,

and “dollars at work” and equity awards are typically subject to a vesting period of several years.

All final compensation and other longer-term incentive award decisions are made by the KKR Management Committee based on input

from managers. Compensation and other incentives are not formulaic, but rather are judgment and merit driven, and are determined based

on a combination of overall firm performance, individual contribution and performance, business unit performance, and relevant market

and competitive compensation practices for other businesses and the individual roles/responsibilities within each of the businesses.

Securities Ownership of Portfolio Managers

As of the fiscal year ended October 31, 2021, the portfolio managers beneficially owned the following shares of the Fund:

 

Portfolio Manager   
Dollar Range of

Equity Securities Owned1

Christopher A. Sheldon   None

Jeremiah Lane   None

Daniel Pietrzak   None
 
1 Ranges(None, $1-$10,000, $10,001-$50,000, $50,001-$100,000, $100,001-$500,000, $500,001-$1,000,000 or over $1,000,000).

Conflicts of Interest

The Adviser will experience conflicts of interest in connection with the management of the Fund, including, but not limited to, those

discussed below. Dealing with conflicts of interest is complex and difficult, and new and different types of conflicts may subsequently

arise.
 

 

•  The members, officers and other personnel of the Adviser allocate their time, resources and other services between the Fund

and other investment and business activities in which they may be involved, including other funds, investment vehicles and

accounts managed by KKR. The Adviser intends to devote such time as shall be necessary to conduct the Fund’s business

affairs in an appropriate manner. However, the Adviser will continue to devote the time, resources and other services

necessary to managing its other investment and business activities, and the Adviser is not precluded from conducting activities

unrelated to the Fund. Substantial time may be spent by such members, officers and personnel monitoring the investments of

other funds, investment vehicles and accounts managed by KKR.
 

 

•  The Adviser may compete with certain of its affiliates, including other entities it manages, for investments for the Fund,

subjecting the Adviser to certain conflicts of interest in evaluating the suitability of investment opportunities and making or

recommending acquisitions on the Fund’s behalf. The Adviser will receive advisory and other fees from the other entities it

manages, and due to fee-offset provisions contained in the management agreements for such entities, the fees may not be

proportionate to such entities’ investment accounts for any given transaction and the Adviser may have an incentive to favor

entities from which it receives higher fees.
 

 

•  The Fund has adopted the Adviser’s allocation policy, which is designed to fairly and equitably distribute investment

opportunities over time among funds or pools of capital managed by the Adviser. The Adviser’s allocation policy provides that

once an investment has been approved and is deemed to
 

38



 

be in the Fund’s best interest, the Fund will receive a pro rata share of the investment based on capital available for investment

in the asset class being allocated. Determinations as to the amount of capital available for investment are based on such factors

as: the amount of cash on-hand, existing commitments and reserves, the targeted leverage level, the targeted asset mix and

diversification requirements, other investment policies and restrictions and limitations imposed by applicable laws, rules,

regulations or interpretations. The outcome of this determination may result in the allocation of all, some or none of an

investment opportunity to the Fund. In addition, subject to applicable law, affiliates of the Adviser may invest in one of the

Fund’s portfolio companies and hold a different class of securities than the Fund. To the extent that an affiliate of the Adviser

holds a different class of securities than the Fund, its interests may not be aligned with the Fund’s. Notwithstanding the

foregoing, the Adviser will act in the best interest of the Fund in accordance with its fiduciary duty to the Fund.
 

 

•  The appropriate allocation among the Fund and other KKR funds and accounts of expenses and fees generated in the course of

evaluating and making investments often may not be clear, especially where more than one KKR fund or account participates.

The Adviser will determine, in its sole discretion, the appropriate allocation of investment-related expenses, including broken

deal expenses incurred in respect of unconsummated investments and expenses more generally relating to a particular

investment strategy, among the funds and accounts participating or that would have participated in such investments or that

otherwise participate in the relevant investment strategy, as applicable, which may result in the Fund bearing more or less of

these expenses than other participants or potential participants in the relevant investments.
 

 

•  The compensation payable by the Fund to the Adviser will be approved by the Board consistent with the exercise of the

requisite standard of care applicable to trustees under state law. Such compensation is payable, in most cases, regardless of the

quality of the assets acquired, the services provided to the Fund or whether the Fund makes distributions to Shareholders.
 

 

•  The Adviser and its affiliates will, at times, provide a broad range of financial services to companies in which the Fund

invests, in compliance with applicable law, and will generally be paid fees for such services. In addition, affiliates of the

Adviser may act as an underwriter or placement agent in connection with an offering of securities by one of the companies in

the Fund’s portfolio. Any compensation received by the Adviser and its affiliates for providing these services will not be

shared with the Fund and may be received before the Fund realizes a return on its investment. The Adviser will face conflicts

of interest with respect to services performed for these companies, on the one hand, and investments recommended to the

Fund, on the other hand.
 

 

•  KKR engages in a broad range of business activities and invests in portfolio companies and other issuers whose operations

may be substantially similar to the issuers of the Fund’s portfolio investments. The performance and operation of such

competing businesses could conflict with and adversely affect the performance and operation of the issuers of the Fund’s

portfolio investments and may adversely affect the prices and availability of business opportunities or transactions available to

these issuers.
 

 

•  From time to time, to the extent consistent with the 1940 Act and the rules and regulations promulgated thereunder, or with

exemptive relief the Fund may receive from the SEC, if any, the Fund and other clients for which the Adviser provides

investment management services or carries on investment activities (including, among others, clients that are employee

benefit plans subject to the Employee Retirement Income Security Act of 1974 (“ERISA”) and related regulations) will make

investments at different levels of an investment entity’s capital structure or otherwise in different classes of an issuer’s

securities. These investments inherently give rise to conflicts of interest or perceived conflicts of interest between or among

the various classes of securities that may be held by the Fund and such other clients, including in the case of financial distress

of the investment entity.
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•  KKR and the Adviser sponsor and advise, and may in the future sponsor and advise, a broad range of investment funds,

vehicles and other accounts, including proprietary vehicles, that make investments worldwide. KKR will, from time to time,

also make investments for its own account, including, for example, through investment and co-investment vehicles established

for KKR personnel and associates. The Adviser and its affiliates are not restricted from forming additional investment funds,

from entering into other investment advisory relationships (including, among others, relationships with clients that are

employee benefit plans subject to ERISA and related regulations) or from engaging in other business activities, even though

such activities may be in competition with the Fund and/or may involve substantial time and resources of the Adviser. For

example, the Adviser may invest, on behalf of an affiliated fund, in a company that is a competitor of one of the Fund’s

portfolio companies or that is a service provider, supplier, customer or other counterparty with respect to one of the Fund’s

portfolio companies or the Adviser could, on behalf of other entities it manages, acquire assets originated by, or provide

financing to, portfolio companies and other issuers in which the Fund invests. In providing advice and recommendations to, or

with respect to, such investments and in dealing in such investments on behalf of such other affiliated fund, to the extent

permitted by law, the Adviser or its affiliates will not take into consideration the interests of the Fund and its portfolio

investments and issuers thereof. Accordingly, such advice, recommendations and dealings will result in conflicts of interest for

the Adviser. In addition, the Adviser’s ability to effectively implement the Fund’s investment strategies will be limited to the

extent that contractual obligations relating to these permitted activities restrict the Adviser’s ability to engage in transactions

that it may otherwise be interested in pursuing. Affiliates of the Adviser, whose primary business includes the origination of

investments, engage in investment advisory business with accounts that compete with the Fund.
 

 

•  The Adviser and its affiliates may give advice and recommend securities to other clients which may differ from, or be contrary

to, advice given to or securities recommended or bought for the Fund even though their investment objectives may be similar

to the Fund’s.
 

 

•  To the extent not restricted by confidentiality requirements or applicable law, the Adviser will, from time to time, apply

experience and information gained in providing services to the Fund’s portfolio companies in providing services to competing

companies invested in by affiliates’ other clients, which could have adverse consequences for the Fund or its portfolio

investments. In addition, in providing services in respect of such portfolio companies and other issuers of portfolio

investments, the Adviser or its affiliates may come into possession of information that it is prohibited from acting on

(including on behalf of the Fund) or disclosing as a result of applicable confidentiality requirements or applicable law, even

though such action or disclosure would be in the interests of the Fund.
 

 

•  As a registered investment company, the Fund will be limited in its ability to invest in any investment in which the Adviser or

its affiliates’ other clients have an investment. The Fund will also be limited in its ability to co-invest with the Adviser or one

or more of its affiliates. Some of these co-investments would only be permitted pursuant to an exemptive order from the SEC.

On January 5, 2021, the SEC issued an exemptive order granting exemptive relief that expanded the Fund’s ability to

co-invest with certain of its affiliates in privately negotiated transactions subject to the conditions specified in the exemptive

order.
 

 

•  On February 1, 2021, KKR acquired control of Global Atlantic Financial Group Limited (“Global Atlantic”), a retirement and

life insurance company. KKR, including the Adviser, will serve as Global Atlantic’s investment manager. KKR, including the

Adviser, generally expects to treat any Global Atlantic account as a client account for the purposes of allocating investment

opportunities and related fees and expenses. Certain Global Atlantic accounts may co-invest alongside the Fund in some or all

investments in the Fund’s Private Credit Strategy. Due to the limited nature of many Private Credit investment opportunities,

we expect that participation by Global Atlantic accounts in co-investment transactions will generally reduce the allocations

otherwise available to other co-investing accounts, including the Fund. The establishment of Global Atlantic accounts

investing directly in the Private Credit Strategy investments will create a conflict of interest in that KKR will be incentivized

to allocate
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more attractive investments and scarce investment opportunities to these proprietary entities and accounts rather than to the

Fund. To mitigate this conflict, KKR will allocate investment opportunities in a manner that is consistent with an allocation

methodology established by KKR and its affiliates (including the Adviser), as described above, in a manner designed to ensure

allocations of such opportunities are made on a fair and equitable basis over time.
 

 

•  The Fund depends to a significant extent on the Adviser’s access to the investment professionals and senior management of

KKR and the information and deal flow generated by the KKR investment professionals and senior management during the

normal course of their investment and portfolio management activities. The senior management and the investment

professionals of the Adviser source, evaluate, analyze and monitor the Fund’s investments. The Fund’s future success will

depend on the continued service of the senior management team and investment professionals of the Adviser.
 

 

•  The Adviser’s relationship with other advisory clients and with KKR could create a conflict of interest to the extent the

Adviser becomes aware of inside information concerning investments or potential investment targets. KKR has adopted

information-sharing policies and procedures which address both (i) the handling of confidential information and (ii) the

information barrier that exists between the public and private sides of KKR. KKR has compliance functions to administer

KKR’s information-sharing policies and procedures and monitor potential conflicts of interest. The Fund cannot assure its

investors, however, that these procedures and practices will be effective. Although the Fund plans to leverage KKR’s firm-

wide resources to help source, conduct due diligence on, structure, syndicate and create value for the Fund’s investments (to

the extent permitted by applicable law), KKR’s information-sharing policies and procedures referenced above, as well as

certain legal, contractual and tax constraints, could significantly limit KKR’s ability to do so. For example, from time to time

KKR’s personnel may be in possession of material non-public information with respect to the Fund’s investments or potential

investments, and as a result, such professionals may be restricted by KKR’s information-sharing policies or by law or contract,

from sharing such information with the KKR professionals responsible for making the Fund’s investment decisions, even

where the disclosure of such information would be in the best interest of the Fund or would otherwise influence the decisions

taken by such investment professionals with respect to such investment or potential investment. In addition, this conflict and

these procedures and practices could limit the freedom of the Adviser to enter into or exit from potentially profitable

investments for the Fund which could have an adverse effect on the Fund’s results of operations. Conversely, the Adviser

could pursue investments for the Fund without obtaining access to confidential information otherwise in its or KKR’s

possession, which information, if reviewed, might otherwise impact the Adviser’s judgment with respect to such investments.

Accordingly, as a result of such restrictions, the investment activities of KKR’s other businesses may differ from, or be

inconsistent with, the interests of and activities that are undertaken for the Fund and there can be no assurance that the Fund

will be able to fully leverage all of the available resources and industry expertise of KKR’s other businesses. Additionally,

there may be circumstances in which one or more individuals associated with the Adviser will be precluded from providing

services to the Fund because of certain confidential information available to those individuals or to other parts of KKR.
 

 

•  The nature of the Adviser’s businesses and the participation by its employees in creditors’ committees, steering committees or

boards of directors of portfolio companies will, from time to time, result in the Adviser receiving material non-public

information from time to time with respect to publicly held companies or otherwise becoming an “insider” with respect to

such companies. With limited exceptions, KKR does not establish information barriers between its internal investment teams.

Trading by KKR on the basis of such information, or improperly disclosing such information, may be restricted pursuant to

applicable law and/or internal policies and procedures adopted by KKR to promote compliance with applicable law.

Accordingly, the possession of “inside information” or “insider” status with respect to such an issuer by KKR or KKR

personnel could, including where an appropriate information barrier does not exist between the relevant investment

professionals or has been “crossed”
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by such professionals, significantly restrict the ability of the Adviser to deal in the securities of that issuer on behalf of the

Fund, which could adversely impact the Fund, including by preventing the execution of an otherwise advisable purchase or

sale transaction in a particular security until such information ceases to be regarded as material non-public information, which

could have an adverse effect on the overall performance of such investment. In addition, affiliates of KKR in possession of

such information could be prevented from disclosing such information to the Adviser, even where the disclosure of such

information would be in the interests of the Fund. From time to time, the Adviser will also be subject to contractual “stand-

still” obligations and/or confidentiality obligations that restrict its ability to trade in certain securities on behalf of the Fund. In

certain circumstances, the Fund or the Adviser may engage an independent agent to dispose of securities of issuers in which

KKR could be deemed to have material non-public information on behalf of the Fund. Such independent agent may dispose of

the relevant securities for a price that is lower than the Adviser’s valuation of such securities which could take into account the

material non-public information known to KKR in respect of the relevant issuer
 

 

•  The Adviser may develop new businesses such as providing investment banking, advisory and other services to corporations,

financial sponsors, management or other persons. Such services may relate to transactions that could give rise to investment

opportunities that are suitable for the Fund. In such case, the Adviser’s client would typically require the Adviser to act

exclusively on its behalf, thereby precluding the Fund from participating in such investment opportunities. The Adviser would

not be obligated to decline any such engagements in order to make an investment opportunity available to the Fund. In

addition, the Adviser may come into the possession of information through these new businesses that limits the Fund’s ability

to engage in potential transactions.
 

 

•  The 1940 Act limits the Fund’s ability to invest in, or hold securities of, companies that are controlled by funds managed by

KKR. Any such investments could create conflicts of interest between the Fund, the Adviser and KKR. The Adviser may also

have, or enter into, advisory relationships with other advisory clients (including, among others, employee benefit plans subject

to ERISA and related regulations) that could lead to circumstances in which a conflict of interest between the Adviser’s

advisory clients could exist or develop. In addition, to the extent that another client of the Adviser or KKR holds a different

class of securities than the Fund, the interest of such client and the Fund may not be aligned. As a result of these conflicts and

restrictions, the Adviser could be unable to implement the Fund’s investment strategies as effectively as it could have in the

absence of such conflicts or restrictions. In order to avoid these conflicts and restrictions, the Adviser may choose to exit these

investments prematurely and, as a result, the Fund would forgo any future positive returns associated with such investments.
 

 

•  Certain other KKR client accounts or proprietary accounts have investment objectives, programs, strategies and positions that

are similar to, or may conflict with, those of the Fund, or compete with, or have interests adverse to, the Fund. This type of

conflict could affect the prices and availability of the securities or interests in which the Fund invests. KKR will, from time to

time, give advice or take action with respect to the investments held by, and transactions of, other KKR client accounts or

proprietary accounts that may be different from or otherwise inconsistent with the advice given or timing or nature of any

action taken with respect to the investments held by, and timing or nature of any action taken with respect to the investments

held by, and transactions of, the Fund. Such different advice and/or inconsistent actions may be due to a variety of reasons,

including, without limitation, the differences between the investment objective, program, strategy and tax treatment of the

other KKR client accounts or proprietary accounts and the Fund or the regulatory status of other KKR client accounts and any

related restrictions or obligations imposed on KKR as a fiduciary thereof. Such advice and actions could adversely impact the

Fund.
 

 

•  KKR, for its own account, may enter into real estate-related transactions with Fund portfolio companies. Such transactions

could include, for example, buying or selling real estate assets, acquiring or entering into leasing arrangements or amending

such arrangements or transferring options or rights
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of first refusal to acquire real estate assets. Such transactions, which do not involve securities, are not governed by restrictions

on principal transactions and cross transactions but are subject to specific policies and procedures established by KKR to

manage related conflicts.
 

 

•  The 1940 Act prohibits the Fund from participating in certain transactions with certain of its affiliates including an Adviser-

affiliated broker-dealer. The Fund generally is prohibited, for example, from buying or selling any securities from or to

another client of the Adviser or of KKR. The 1940 Act also prohibits certain “joint” transactions with certain of the Fund’s

affiliates, which in certain circumstances could include investments in the same portfolio company (whether at the same or

different times to the extent the transaction involves jointness) or transactions in which a broker-dealer affiliated with the

Adviser participates as principal with the Fund. If a person acquires more than 25% of the Fund’s voting securities, the Fund

will generally be prohibited from buying or selling any security from or to such person or certain of that person’s affiliates, or

entering into prohibited joint transactions with such persons. Similar restrictions limit the Fund’s ability to transact business

with its officers or trustees or their affiliates. The SEC has interpreted the 1940 Act rules governing transactions with affiliates

to prohibit certain “joint transactions” involving entities that share a common investment adviser. As a result of these

restrictions, the scope of investment opportunities that would otherwise be available to the Fund will be limited. These

investment opportunities will generally be made available to other funds, vehicles and accounts advised by the Adviser that

are not subject to similar restrictions under the 1940 Act.
 

 

•  Shareholders of the Fund are based in a wide variety of jurisdictions and take a wide variety of forms. Accordingly, they may

have conflicting regulatory, legal, investment, tax and other interests with respect to their investments in the Fund. The

conflicting interests of individual Shareholders relate to or arise from, among other things, the nature of investments made by

the Fund, the selection, structuring, acquisition and management of investments, the timing of disposition of investments,

internal investment policies of the Shareholders and their target risk/return profiles. As a consequence, conflicts of interest

could arise in connection with decisions made by the Adviser, including with respect to the nature or structuring of

investments, which could be more beneficial for one Shareholder than for another Shareholder, especially with respect to

Shareholders’ individual tax situations. In addition, the Fund could make investments that may have a negative impact on

related investments made by the Fund in separate transactions. In selecting and structuring investments appropriate for the

Fund, the Adviser will consider the investment and tax objectives of the Fund and its Shareholders as a whole, not the

investment, tax or other objectives of any Shareholder individually.

Each of the Adviser and the other investment advisers and/or investment managers affiliated with KKR will deal with conflicts of interest

using its best judgment, but in its sole discretion. When conflicts arise between the Fund and another affiliated fund, the Adviser will

represent the interests of the Fund and the other participating affiliated adviser will represent the interests of the affiliated fund it sponsors,

manages or advises. In resolving conflicts, the Adviser and the other affiliated advisers will consider various factors, including applicable

restrictions under the 1940 Act, the interests of the funds and accounts they advise in the context of both the immediate issue at hand and

the longer term course of dealing among the Fund and the other affiliated fund. As with all conflicts involving the Fund, the Adviser’s

determination as to which factors are relevant and the resolution of such conflicts will be made in the Adviser’s sole discretion except as

required by the 1940 Act or by the governing documents of the Fund. Although the Adviser has established procedures and policies

addressing conflicts of interest, there can be no assurance that the Adviser will be able to resolve all conflicts in a manner that is favorable

to the Fund.
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Proxy Voting Policy and Proxy Voting Record

The Board has delegated the day-to-day responsibility to the Adviser to vote the Fund’s proxies. The Adviser will vote proxies according

to the proxy voting policies and procedures currently in effect as of the date of this Statement of Additional Information, a copy of which

appears below. These guidelines are reviewed periodically by the Adviser as well as the Board, and, accordingly, are subject to change.

Proxy Policies

The Adviser will have the responsibility of voting proxies and corporate actions that it receives on behalf of the Fund. Proxy proposals

received by the Adviser and designated in its Proxy Voting Policies and Procedures (“Proxy Policy”) as “For” or “Against” will be voted

by the Adviser in accordance with the Proxy Policy. Proxy proposals received by the Adviser and designated in the Proxy Policy as “Case

by Case” (or not addressed in the Proxy Policy) and all corporate actions will be reviewed by the Adviser and voted in the best interest of

the Fund. Notwithstanding the foregoing, the Adviser may vote a proxy contrary to the Proxy Policy if the Adviser, with the assistance of

the analyst who is in charge of the issuer, determines that such action is in the best interest of the Fund. In the event that the Adviser votes

contrary to the Proxy Policy or with respect to “Case by Case” issues, the Adviser, with the assistance of the analyst who is in charge of

the issuer, will document the basis for the Adviser’s decision.

In addition, the Adviser may choose not to vote proxies or corporate actions in certain situations, such as: (i) where the Fund has informed

the Adviser that it wishes to retain the right to vote the proxy or corporate action; (ii) where the Adviser deems the cost of voting would

exceed any anticipated benefit to the Fund; or (iii) where a proxy or corporate action is received by the Adviser for a security it no longer

manages on behalf of the Fund. The Adviser with the assistance of the analyst who is in charge of the issuer will document for the basis of

the Adviser’s decision not to vote.

The Adviser may occasionally be subject to conflicts of interest in the voting of proxies due to business or personal relationships it

maintains with persons having an interest in the outcome of certain votes. The Adviser, its affiliates and/or its employees may also

occasionally have business or personal relationships with the proponents of proxy proposals, participants in proxy contests, corporate

directors and officers or candidates for directorships. If at any time, the Adviser becomes aware of an existing or potential conflict of

interest relating to a particular proxy proposal, the Adviser’s Conflicts Committee (“Conflicts Committee”), or its designee, must be

notified. Provided the Conflicts Committee has determined that a conflict or potential for a conflict exists, the proxy must be voted in

alignment with the recommendation set forth by Institutional Shareholder Services Inc. Appropriate documentation will be maintained by

the Conflicts Committee.

Proxy Voting Records

Information on how the Fund voted proxies (if any) relating to portfolio securities during the most recent 12-month period will be

available without charge by calling toll-free (866) 514-4499 or on the SEC’s website at http://www.sec.gov.

Codes of Ethics

The Fund and the Adviser have each adopted codes of ethics pursuant to Rule 17j-1 under the 1940 Act that establish procedures for

personal investments and restrict certain personal securities transactions. Personnel subject to these codes may invest in securities for their

personal investment accounts, including securities that may be purchased or held by the Fund, so long as such investments are made in

accordance with the code’s requirements. In addition, the code of ethics is available on the EDGAR Database on the SEC’s website at

http://www.sec.gov. You may also obtain copies of each code of ethics, after paying a duplicating fee, by electronic request at the

following e-mail address: publicinfo@sec.gov.
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PORTFOLIO TRANSACTIONS AND BROKERAGE

The Adviser has responsibility for decisions to buy and sell securities and other instruments for the Fund, the selection of brokers and

dealers to effect the transactions and the negotiation of prices and any brokerage commissions on such transactions. Although the Adviser

will be primarily responsible for the placement of the Fund’s portfolio business, the policies and practices in this regard are subject to

review by the Board.

With respect to interests in Senior Loans, the Fund generally will engage in privately negotiated transactions for purchase or sale in which

the Adviser will negotiate on behalf of the Fund (although a more developed market may exist for certain Senior Loans). The Fund will,

from time to time, be required to pay fees, or give up a portion of interest and any fees payable to the Fund, to the lender selling

participations or assignments to the Fund. The Adviser will determine the lenders from whom the Fund will purchase assignments and

participations by considering their professional ability, level of service, relationship with a borrower, financial condition, credit standards

and quality of management. The illiquidity of many Senior Loans may restrict the ability of the Adviser to locate in a timely manner

persons willing to purchase the Fund’s interests in Senior Loans at a fair price should the Fund desire to sell such interests. See “Risks—

Senior Loans Risk” in the prospectus. Affiliates of the Adviser may participate in the primary and secondary market for Senior Loans.

Because of certain limitations imposed by the 1940 Act, this may restrict the Fund’s ability to acquire some Senior Loans. The Adviser

does not believe that this will have a material effect on the Fund’s ability to acquire Senior Loans consistent with its investment policies.

As most transactions made by the Fund are principal transactions at net prices, the Fund generally incurs little or no brokerage costs. The

portfolio securities in which the Fund invests are normally purchased directly from the issuer or in the over-the-counter (“OTC”) market

from an underwriter or market maker for the securities. Purchases from underwriters of portfolio securities include a commission or

concession paid by the issuer to the underwriter and purchases from dealers serving as market makers include a spread or markup to the

dealer between the bid and asked price. Sales to dealers are effected at bid prices.

The Fund will, from time to time, also purchase certain money market instruments directly from an issuer, in which case no commissions

or discounts are paid (although the Fund could indirectly bear fees and expenses of any money market funds in which it invests), or could

purchase and sell listed securities on an exchange, which are effected through brokers who charge a commission for their services.

In effecting securities transactions, the Adviser will seek to obtain the best execution of orders. Commission rates are a component of price

and are considered along with other relevant factors. In determining the broker or dealer to be used and the commission rates to be paid,

the Adviser will consider the utility and reliability of brokerage services, including execution capability and performance, financial

responsibility, investment information, market insights, other research provided by such brokers, and access to analysts, management and

idea generation. Accordingly, the commissions charged by any such broker may be greater than the amount another firm might charge if

the Adviser determines in good faith that the amount of such commissions is reasonable in relation to the value of the brokerage services

and research information provided by such brokers. Consistent with the requirements of best execution, brokerage commissions on

accounts may be directed to brokers in recognition of investment research and information furnished as well as for services rendered in

execution of orders by such brokers. By allocating transactions in this manner, the Adviser may be able to supplement its research and

analysis with the views and information of brokerage firms. The Adviser may also allocate a portion of its brokerage business to firms

whose employees participate as brokers in the introduction of investors to the Adviser or who agree to bear the expense of capital

introduction, marketing or related services by third parties. Eligible research or brokerage services provided by brokers through which

portfolio transactions for the Adviser are executed may include research reports on particular industries and companies, economic surveys

and analyses, recommendations as to specific securities, online quotations, news and research services, financial publications and other

products and services (e.g., software based applications for market quotes and news, database programs providing investment and industry

data) providing lawful and appropriate assistance to the
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portfolio managers and their designees in the performance of their investment decision-making responsibilities on behalf of the Adviser

and other accounts which their affiliates manage (collectively, “Soft Dollar Items”). The Adviser and its affiliates generally use such

products and services (if any) for the benefit of all of their accounts. Soft Dollar Items may be provided directly by brokers, by third

parties at the direction of brokers or purchased on behalf of the Fund and its affiliates with credits or rebates provided by brokers. Any Soft

Dollar Items obtained in connection with portfolio transactions for the Fund are intended to fall within the “safe harbor” of Section 28(e)

of the Exchange Act. As noted above, because most of the Fund’s transactions will likely be principal transactions, the Fund will likely not

incur significant brokerage commissions (although it will be subject to mark-ups and mark-downs imposed by dealers). Section 28(e)

generally only applies with respect to brokerage commissions; as such, the Fund does not expect to benefit from any significant amount of

Soft Dollar Items.

The Adviser may also place portfolio transactions, to the extent permitted by law, with brokerage firms affiliated with the Fund or the

Adviser if they reasonably believe that the quality of execution and the commission are comparable to those available from other qualified

firms. Similarly, to the extent permitted by law and subject to the same considerations on quality of execution and comparable commission

rates, the Adviser may direct an executing broker to pay a portion or all of any commissions, concessions or discounts to a firm supplying

research or other services.

The Adviser may place portfolio transactions at or about the same time for other advisory accounts, including other investment companies.

The Adviser will seek to allocate portfolio transactions equitably whenever concurrent decisions are made to purchase or sell securities for

the Fund and another advisory account. In some cases, this procedure could have an adverse effect on the price or the amount of securities

available to the Fund. In making such allocations among the Fund and other advisory accounts, the main factors considered by the Adviser

are the respective sizes of the Fund and other advisory accounts, the respective investment objectives, the relative size of portfolio

holdings of the same or comparable securities, the availability of cash for investment, the size of investment commitments generally held

and opinions of the persons responsible for recommending the investment. See “Conflicts of Interest.”

The placing and execution of orders for the Fund also is subject to restrictions under U.S. securities laws, including certain prohibitions

against trading among the Fund and its affiliates (including the Adviser or its affiliates). Certain broker-dealers, through which the Fund

may effect securities transactions, may be affiliated persons (as defined in the 1940 Act) of the Fund or affiliated persons of such affiliates.

The Board has adopted certain policies incorporating the standards of Rule 17e-1 issued by the SEC under the 1940 Act which require that

the commissions paid to affiliates of the Fund be reasonable and fair compared to the commissions, fees or other remuneration received or

to be received by other brokers in connection with comparable transactions involving similar securities during a comparable period of

time. The rule and procedures also contain review requirements and require the Adviser to furnish reports to the trustees and to maintain

records in connection with such reviews. In addition, the Fund will, from time to time, purchase securities in a placement for which

affiliates of the Adviser have acted as agent to or for issuers, consistent with applicable rules adopted by the SEC or regulatory

authorization, if necessary. The Fund will not purchase securities from or sell securities to any affiliate of the Adviser acting as principal.

The Adviser is prohibited from directing brokerage transactions on the basis of the referral of clients or the sale of shares of advised

investment companies.

Portfolio turnover rate is not considered a limiting factor in the execution of investment decisions for the Fund. Because it is difficult to

predict accurately portfolio turnover rates, actual turnover may be higher or lower than expected. Higher portfolio turnover results in

increased Fund costs, including brokerage commissions, dealer mark-ups and other transaction costs on the sale of securities and on the

reinvestment in other securities.

During the fiscal years ended October 31, 2020 and 2021, the Fund paid $2,316 and $45,093, respectively, in brokerage commissions.
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MATERIAL U.S. FEDERAL INCOME TAX CONSIDERATIONS

The following is a description of the material U.S. federal income tax consequences of owning and disposing of Shares and some of the

important U.S. federal income tax considerations affecting the Fund. The discussion below provides general tax information related to an

investment in Shares, but this discussion does not purport to be a complete description of the U.S. federal income tax consequences of an

investment in the Shares. It is based on the Code and Treasury regulations and administrative pronouncements, all as of the date hereof,

any of which is subject to change, possibly with retroactive effect. In addition, it does not describe all of the tax consequences that may be

relevant in light of a Shareholder’s particular circumstances, including alternative minimum tax consequences and tax consequences

applicable to Shareholders subject to special tax rules, such as certain financial institutions; dealers or traders in securities who use a

mark-to-market method of tax accounting; persons holding Shares as part of a hedging transaction, wash sale, conversion transaction or

integrated transaction or persons entering into a constructive sale with respect to the Shares; entities classified as partnerships or other

pass-through entities for U.S. federal income tax purposes; real estate investment trusts; insurance companies; U.S. Shareholders (as

defined below) whose functional currency is not the U.S. dollar; or tax-exempt entities, including “individual retirement accounts” or

“Roth IRAs.” Unless otherwise noted, the following discussion applies only to a Shareholder that holds Shares as a capital asset

(generally, for investment) and is a U.S. Shareholder.

A “U.S. Shareholder” generally is a beneficial owner of Shares who is for U.S. federal income tax purposes:
 

 •  a citizen or individual resident of the United States;
 

 
•  a corporation or other entity treated as a corporation, for U.S. federal income tax purposes, created or organized in or under

the laws of the United States, any state therein or the District of Columbia;
 

 •  an estate, the income of which is subject to U.S. federal income taxation regardless of its source; or
 

 

•  a trust if it (x) is subject to the primary supervision of a court within the United States and one or more U.S. persons have the

authority to control all substantial decisions of the trust or (y) has a valid election in effect under applicable United States

Treasury regulations to be treated as a U.S. person.

A “non-U.S. Shareholder” generally is a beneficial owner of Shares who is not a U.S. Shareholder.

If a partnership (including an entity treated as a partnership for U.S. federal income tax purposes) holds Shares, the tax treatment of a

partner in the partnership will generally depend upon the status of the partner and the activities of the partnership. A prospective

Shareholder that is a partner of a partnership holding Shares should consult his, her or its tax advisers with respect to the purchase,

ownership and disposition of Shares.

Tax matters are very complicated and the tax consequences to an investor of an investment in Shares will depend on the facts of his, her or

its particular situation. The Fund encourages investors to consult their own tax advisers regarding the specific consequences of such
an investment, including tax reporting requirements, the applicability of U.S. federal, state, local and foreign tax laws, eligibility
for the benefits of any applicable tax treaty and the effect of any possible changes in the tax laws.

Election to be Taxed as a RIC

The Fund has elected to be treated and has qualified, and intends to continue to qualify annually, as a RIC under Subchapter M of the

Code. As a RIC, the Fund generally will not have to pay corporate-level U.S. federal income taxes on any income that it distributes to its

Shareholders as dividends. To qualify as a RIC, the Fund must, among other things, meet certain source-of-income and asset

diversification requirements (as described below). In addition, to qualify for RIC tax treatment, the Fund must distribute to its

Shareholders, for each taxable year, at least 90% of its “investment company taxable income,” which is generally its ordinary income plus

the excess of its realized net short-term capital gains over its realized net long-term capital losses (the “Annual Distribution

Requirement”).
 

47



Taxation as a Regulated Investment Company

If the Fund:
 

 •  qualifies as a RIC; and
 

 •  satisfies the Annual Distribution Requirement,

then the Fund will not be subject to U.S. federal income tax on the portion of its income it distributes (or is deemed to distribute) to its

Shareholders. The Fund will be subject to U.S. federal income tax at the regular corporate rates on any income or capital gains not

distributed (or deemed distributed) to its Shareholders.

The Fund will be subject to a 4% nondeductible U.S. federal excise tax on certain undistributed income unless it distributes in a timely

manner an amount at least equal to the sum of (1) 98% of its net ordinary income for each calendar year (taking into account certain

deferrals and elections), (2) 98.2% of its capital gain net income for the one-year period ending October 31 in that calendar year and

(3) any income recognized, but not distributed, in preceding years (the “Excise Tax Avoidance Requirement”). The Fund generally will

endeavor in each taxable year to make sufficient distributions to its Shareholders to avoid any U.S. federal excise tax on its earnings, but

the Fund reserves the right to pay the excise tax when circumstances warrant.

In order to qualify as a RIC for U.S. federal income tax purposes, the Fund must, among other things:
 

 •  continue to qualify as a management investment company under the 1940 Act at all times during each taxable year;
 

 

•  derive in each taxable year at least 90% of its gross income from dividends, interest, payments with respect to loans of certain

securities, gains from the sale of stock or other securities, net income from certain “qualified publicly traded partnerships,” or

other income derived with respect to the Fund’s business of investing in such stock or securities (the “90% Income Test”);
 

 •  diversify its holdings so that at the end of each quarter of the taxable year;
 

 

•  at least 50% of the value of the Fund’s assets consists of cash, cash equivalents, U.S. Government securities, securities of

other RICs, and other securities if such other securities of any one issuer do not represent more than 5% of the value of

the Fund’s assets or more than 10% of the outstanding voting securities of the issuer; and
 

 

•  no more than 25% of the value of the Fund’s assets is invested in the securities, other than U.S. government securities or

securities of other RICs, of one issuer, of two or more issuers that are controlled, as determined under applicable Code

rules, by the Fund and that are engaged in the same or similar or related trades or businesses or of certain “qualified

publicly traded partnerships” (the “Diversification Tests”).

The Fund generally intends to comply with 90% Income Test and the Diversification Tests. However, certain of the Fund’s investments

may produce income that may not constitute qualifying income for purposes of the 90% Income Test. For example, any equity investments

the Fund makes in entities treated as partnerships for U.S. federal income tax purposes that are engaged in active businesses will not

produce qualifying income for purposes of the 90% Income Test. In addition, we may invest in certain commodity-related derivatives to

hedge positions in commodity-related issuers or industries. The IRS has ruled that income from certain commodity-related derivatives

would not be qualifying income for the 90% Income Test with respect to a taxpayer whose commodity-related derivatives were not entered

into in connection with a business of investing in stock and securities. No complete assurance can be provided that the Fund will be able to

satisfy requirements of the 90% Income Test and the Diversification Tests.

In addition, certain of the Fund’s investments are expected to be subject to special U.S. federal income tax provisions that may, among

other things, (1) disallow, suspend or otherwise limit the allowance of certain losses
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or deductions, (2) convert lower-taxed long-term capital gain into higher-taxed short-term capital gain or ordinary income, (3) convert an

ordinary loss or a deduction into a capital loss, the deductibility of which is more limited, (4) adversely affect when a purchase or sale of

stock or securities is deemed to occur, (5) adversely alter the intended characterization of certain complex financial transactions, and

(6) cause the Fund to recognize income or gain without a corresponding receipt of cash (referred to as “phantom income”). For example,

with respect to phantom income, if the Fund holds debt obligations that are treated under applicable tax rules as having original issue

discount (“OID”) (such as debt instruments with “payment-in-kind” (“PIK”) interest or, in certain cases, increasing interest rates or issued

with equity or warrants) or debt obligations that are acquired with market discount in respect of which an election has been made to accrue

such market discount on a current basis, the Fund must include in income each year a portion of the OID or market discount that accrues

over the life of the obligation, regardless of whether cash representing such income is received by the Fund in the same taxable year. The

Fund may also have to include in income other amounts that it has not yet received in cash, such as PIK interest and deferred loan

origination fees that are paid after origination of the loan or are paid in non-cash compensation such as equity or warrants. Because any

OID or other amounts accrued will be included in the Fund’s investment company taxable income for the year of accrual, the Fund may be

required to make a distribution to its Shareholders in order to satisfy the Annual Distribution Requirement, even though it will not have

received any corresponding cash amount. Moreover, there may be uncertainty as to the appropriate treatment of certain of the Fund’s

investments for U.S. federal income tax purposes. In particular, the U.S. federal income tax treatment of investments in debt securities that

are rated below investment grade is uncertain in various respects.

As a result of the application of the rules described above, the Fund could be subject to U.S. federal income tax or the 4% nondeductible

excise tax and, under certain circumstances, the Fund’s ability to qualify or maintain its qualification as a RIC could be negatively

affected. The Fund will monitor its investments and may make certain tax elections in order to mitigate the effect of these provisions.

Accordingly, no complete assurance can be provided that the Fund will be able to satisfy the 90% Income Test and the Diversification

Tests, avoid the U.S. federal income tax or meet the Excise Tax Avoidance Requirement.

Although the Fund does not presently expect to do so, it is authorized to borrow funds and to sell assets in order to satisfy distribution

requirements. However, under the 1940 Act, the Fund is not permitted to make distributions to its Shareholders while its debt obligations

and other senior securities are outstanding unless certain “asset coverage” tests are met. Moreover, the Fund’s ability to dispose of assets to

meet its distribution requirements may be limited by (1) the illiquid nature of its portfolio and/or (2) other requirements relating to its

status as a RIC, including the Diversification Tests. If the Fund disposes of assets in order to meet the Annual Distribution Requirement or

the Excise Tax Avoidance Requirement, the Fund may make such dispositions at times that, from an investment standpoint, are not

advantageous.

Income received by the Fund from sources within foreign countries may be subject to withholding and other taxes imposed by such

countries, thereby reducing the income available for distribution to Shareholders. Tax conventions between certain countries and the U.S.

may reduce or eliminate such taxes. The Fund generally intends to conduct its investment activities to minimize the impact of foreign

taxation, but there is no guarantee that the Fund will be successful in this regard.

Under the Code, gains or losses attributable to fluctuations in foreign currency exchange rates which occur between the time the Fund

accrues interest income or other receivables or accrues expenses or other liabilities denominated in a foreign currency and the time the

Fund actually collects such receivables or pays such liabilities generally are treated as ordinary income or ordinary loss. Similarly, on

disposition of some investments, including debt securities and certain forward contracts denominated in a foreign currency, gains or losses

attributable to fluctuations in the value of foreign currency between the date of acquisition of the security or contract and the date of

disposition also are treated as ordinary gain or loss. These gains and losses, referred to under the Code as “section 988” gains and losses,

may increase or decrease the amount of the Fund’s investment company taxable income to be distributed to its Shareholders as ordinary

income. For example, fluctuations in
 

49



exchange rates may increase the amount of income that the Fund must distribute in order to qualify for treatment as a RIC and to prevent

application of an excise tax on undistributed income. Alternatively, fluctuations in exchange rates may decrease or eliminate income

available for distribution. If section 988 losses exceed other investment company taxable income during a taxable year, the Fund would

not be able to make ordinary dividend distributions, or distributions made before the losses were realized would be recharacterized as a

return of capital to Shareholders for federal income tax purposes, rather than as an ordinary dividend, reducing each Shareholder’s basis in

its shares of the Fund.

The Fund may invest in shares of foreign corporations, which may be treated as passive foreign investment companies (“PFICs”) under

the Code. In general, a foreign corporation is treated as a PFIC if at least one-half of its assets constitute investment-type assets or 75% or

more of its gross income is investment-type income. If the Fund receives a so-called “excess distribution” with respect to PFIC stock, the

Fund itself may be subject to a tax on a portion of the excess distribution, whether or not the corresponding income is distributed by the

Fund to Shareholders. In general, under the PFIC rules, an excess distribution is treated as having been realized ratably over the period

during which the Fund held the PFIC shares. The Fund itself will be subject to tax on the portion, if any, of an excess distribution that is so

allocated to prior Fund tax years and an interest factor will be added to the tax, as if the tax had been payable in such prior tax years.

Certain distributions from a PFIC as well as gain from the sale of PFIC shares are treated as excess distributions. Excess distributions are

characterized as ordinary income even though, absent application of the PFIC rules, certain excess distributions might have been

characterized as capital gain.

The Fund may be eligible to elect alternative tax treatment with respect to PFIC shares. Under an election that currently is available in

some circumstances, the Fund generally would be required to include in its gross income its share of the earnings of a PFIC on a current

basis, regardless of whether distributions are received from the PFIC in a given tax year. If this election were made, the special rules,

discussed above, relating to the taxation of excess distributions, would not apply.

Alternatively, the Fund may elect to mark-to-market its PFIC shares at the end of each taxable year, with the result that unrealized gains

would be treated as though they were realized and reported as ordinary income. Any mark-to-market losses would be deductible as

ordinary losses to the extent of any net mark-to-market gains included in income in prior tax years.

Because the application of the PFIC rules may affect, among other things, the character of gains, the amount of gain or loss and the timing

of the recognition of income with respect to PFIC shares, as well as subject the Fund itself to tax on certain income from PFIC shares, the

amount that must be distributed to Shareholders, and which will be taxed to Shareholders as ordinary income or long-term capital gain,

may be increased or decreased substantially as compared to a fund that did not invest in PFIC shares.

Some of the CLOs in which the Fund invests may be PFICs, which are generally subject to the tax consequences described above.

Investment in certain equity interests of CLOs that are subject to treatment as PFICs for U.S. federal income tax purposes may cause the

Fund to recognize income in a tax year in excess of the Fund’s distributions from such CLOs, PFICs and the Fund’s proceeds from sales or

other dispositions of equity interests in other CLOs and other PFICs during that tax year. As a result, the Fund generally would be required

to distribute such income to satisfy the distribution requirements applicable to RICs. Furthermore, the IRS recently issued final regulations

that generally treat the Fund’s income inclusion with respect to a PFIC with respect to which the Fund has made a qualified electing fund,

or “QEF”, election, as qualifying income for purposes of determining the Fund’s ability to be subject to tax as a RIC if (A) there is a

current distribution out of the earnings and profits of the PFIC that are attributable to such income inclusion or (B) such inclusion is

derived with respect to the Fund’s business of investing in stock, securities, or currencies.

If the Fund holds more than 10% of the interests treated as equity for U.S. federal income tax purposes in a foreign corporation that is

treated as a controlled foreign corporation (“CFC”) (including equity tranche
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investments and certain debt tranche investments in a CLO treated as CFC), the Fund may be treated as receiving a deemed distribution

(taxable as ordinary income) each tax year from such foreign corporation in an amount equal to the Fund’s pro rata share of the

corporation’s income for the tax year (including both ordinary earnings and capital gains), whether or not the corporation makes an actual

distribution during such year. In general, a foreign corporation will be classified as a CFC if more than 50% of the shares of the

corporation, measured by reference to combined voting power or value, is owned (directly, indirectly or by attribution) by U.S.

Shareholders. A “U.S. Shareholder,” for this purpose, is any U.S. person that possesses (actually or constructively) 10% or more of the

combined value or voting power of all classes of shares of a corporation. If the Fund is treated as receiving a deemed distribution from a

CFC, the Fund will be required to include such distribution in the Fund’s investment company taxable income regardless of whether the

Fund receives any actual distributions from such CFC, and the Fund must distribute such income to satisfy the distribution requirements

applicable to RICs. Additionally, the IRS recently issued final regulations that generally treat the Fund’s income inclusion with respect to a

CFC as qualifying income for purposes of determining the Fund’s ability to be subject to tax as a RIC either if (A) there is a distribution

out of the earnings and profits of the CFC that are attributable to such income inclusion or (B) such inclusion is derived with respect to the

Fund’s business of investing in stock, securities, or currencies.

The Fund might invest directly or indirectly in residual interests in real estate mortgage investment conduits (“REMICs”) or equity

interests in taxable mortgage pools (“TMPs”). Under a notice issued by the IRS in October 2006 and Treasury regulations that have not yet

been issued (but may apply with retroactive effect) a portion of the Fund’s income from a real estate investment trust (“REIT”) that is

attributable to the REIT’s residual interest in a REMIC or a TMP (referred to in the Code as an “excess inclusion”) will be subject to

Federal income tax in all events. This notice also provides, and the regulations are expected to provide, that excess inclusion income of a

regulated investment company, such as the Fund, will generally be allocated to Shareholders of the regulated investment company in

proportion to the dividends received by such Shareholders, with the same consequences as if the Shareholders held the related REMIC or

TMP residual interest directly.

In general, excess inclusion income allocated to Shareholders (i) cannot be offset by net operating losses (subject to a limited exception for

certain thrift institutions) and (ii) will constitute unrelated business taxable income (“UBTI”) to entities (including a qualified pension

plan, an individual retirement account, a 401(k) plan, a Keogh plan or other tax-exempt entity) subject to tax on UBTI, thereby potentially

requiring such an entity that is allocated excess inclusion income, and otherwise might not be required to file a tax return, to file a tax

return and pay tax on such income. In addition, because the Code provides that excess inclusion income is ineligible for treaty benefits, a

regulated investment company must withhold tax on excess inclusions attributable to its foreign Shareholders at a 30% rate of

withholding, regardless of any treaty benefits for which a Shareholder is otherwise eligible.

Any investment in residual interests of a CMO that has elected to be treated as a REMIC can create complex tax problems, especially if

the Fund has state or local governments or other tax-exempt organizations as Shareholders. Under current law, the Fund serves to block

UBTI from being realized by its tax-exempt Shareholders. Notwithstanding the foregoing, a tax-exempt Shareholder will recognize UBTI

by virtue of its investment in the Fund if shares in the Fund constitute debt-financed property in the hands of the tax-exempt Shareholder

within the meaning of Section 514(b) of the Code. Furthermore, a tax-exempt Shareholder may recognize UBTI if a Fund recognizes

“excess inclusion income” derived from direct or indirect investments in REMIC residual interests or TMPs if the amount of such income

recognized by the Fund exceeds the Fund’s investment company taxable income (after taking into account deductions for dividends paid

by the Fund).

Failure to Qualify as a Regulated Investment Company

If the Fund were unable to qualify for treatment as a RIC and certain cure provisions were inapplicable, the Fund would be subject to tax

on all of its taxable income at regular corporate rates, regardless of whether the Fund makes any distributions to its Shareholders. The

Annual Distribution Requirement would not be applicable, and
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distributions would be taxable to the Fund’s Shareholders as ordinary dividend income that, subject to certain limitations, may be eligible

for preferential rates applicable to “qualified dividend income” to the extent of the Fund’s current and accumulated earnings and profits.

Subject to certain limitations under the Code, corporate distributees would be eligible for the dividends-received deduction. Distributions

in excess of the Fund’s current and accumulated earnings and profits would be treated first as a return of capital to the extent of the

Shareholder’s tax basis, and any remaining distributions would be treated as a capital gain.

The remainder of this discussion assumes that the Fund qualifies as a RIC and has satisfied the Annual Distribution Requirement.

Taxation of U.S. Shareholders

Distributions by the Fund generally are taxable to U.S. Shareholders as ordinary income or capital gains. Distributions of the Fund’s

“investment company taxable income” (which is, generally, the Fund’s net ordinary income plus realized net short-term capital gains in

excess of realized net long-term capital losses) will be taxable as ordinary income to U.S. Shareholders to the extent of the Fund’s current

or accumulated earnings and profits, whether paid in cash or reinvested in additional Shares. Distributions paid by the Fund to U.S.

Shareholders taxed at individual rates that are attributable to dividends from U.S. corporations and certain qualified foreign corporations

may be eligible to be treated as “qualified dividend income,” which is currently subject to a maximum tax rate of either 15% or 20%,

depending on whether the Shareholder’s income exceeds certain threshold amounts. In this regard, it is anticipated that distributions paid

by the Fund will generally not be attributable to dividends and, therefore, generally will not qualify for the preferential maximum rate

applicable to qualified dividend income. Distributions of the Fund’s net capital gains (which are generally the Fund’s realized net long-

term capital gains in excess of realized net short-term capital losses) properly reported by us as “capital gain dividends” will be taxable to

a U.S. Shareholder as long-term capital gains that are currently generally taxable at a maximum rate of 15% or 20% (depending on

whether the Shareholder’s income exceeds certain threshold amounts) in the case of U.S. Shareholders taxed at individual rates, regardless

of the U.S. Shareholder’s holding period for his, her or its Shares and regardless of whether paid in cash or reinvested in additional Shares.

Distributions in excess of the Fund’s earnings and profits first will reduce a U.S. Shareholder’s adjusted tax basis in such Shareholder’s

Shares and, after the adjusted basis is reduced to zero, will constitute capital gains to such U.S. Shareholder.

Under applicable treasury regulations, properly reported dividends paid by the Fund that are attributable to the Fund’s “qualified REIT

dividends” (generally, ordinary income dividends paid by a REIT, not including capital gain dividends or dividends treated as qualified

dividend income) are eligible for the 20% deduction described in Section 199A of the Code in the case of non-corporate U.S. common

shareholders, provided that certain holding period and other requirements are met by the shareholder and the Fund. There can be no

assurance as to what portion of the Fund’s distributions will qualify for such deduction.

It is expected that a very substantial portion of the Fund’s income will consist of ordinary income. For example, interest and OID derived

by the Fund will constitute ordinary income. In addition, gain derived by the Fund from the disposition of debt securities with “market

discount” (generally, securities purchased by the Fund at a discount to their stated redemption price) will be treated as ordinary income to

the extent of the market discount that has accrued, as determined for U.S. federal income tax purposes, at the time of such disposition

unless the Fund makes an election to accrue market discount on a current basis. In addition, certain of the Fund’s investments will be

subject to special U.S. federal income tax provisions that may affect the character, increase the amount and/or accelerate the timing of

distributions to Shareholders.

Under applicable Treasury regulations, certain distributions reported by a Fund as section 163(j) interest dividends may be treated as

interest income by shareholders for purposes of the tax rules applicable to interest expense limitations under Code section 163(j). Such

treatment by the shareholder is generally subject to holding period requirements and other potential limitations, although the holding

period requirements are generally not
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applicable to dividends declared by money market funds and certain other funds that declare dividends daily and pay such dividends on a

monthly or more frequent basis. The amount that a Fund is eligible to report as a Section 163(j) dividend for a tax year is generally limited

to the excess of the Fund’s business interest income over the sum of the Fund’s (i) business interest expense and (ii) other deductions

properly allocable to the Fund’s business interest income.

The Fund may retain some or all of its realized net long-term capital gains in excess of realized net short-term capital losses but designate

the retained net capital gain as a “deemed distribution.” In that case, among other consequences, the Fund will pay tax on the retained

amount, each U.S. Shareholder will be required to include his, her or its share of the deemed distribution in income as if it had been

actually distributed to the U.S. Shareholder, and the U.S. Shareholder will be entitled to claim a credit equal to his, her or its allocable

share of the tax paid thereon by us. To the extent the Fund pays tax on any retained capital gains at its regular corporate tax rate when that

rate is in excess of the maximum rate payable by individuals on long-term capital gains, the amount of tax that individual U.S.

Shareholders will be treated as having paid will exceed the tax they owe on the capital gain distribution and such excess generally may be

refunded or claimed as a credit against the U.S. Shareholder’s other U.S. federal income tax obligations. The amount of the deemed

distribution net of such tax will be added to the U.S. Shareholder’s cost basis for his, her or its Shares. In order to utilize the deemed

distribution approach, the Fund must provide written notice to its Shareholders prior to the expiration of 60 days after the close of the

relevant taxable year. The Fund cannot treat any of its investment company taxable income as a “deemed distribution.”

For purposes of determining (1) whether the Annual Distribution Requirement is satisfied for any year and (2) the amount of capital gain

dividends paid for that year, the Fund may, under certain circumstances, elect to treat a dividend that is paid during the following taxable

year as if it had been paid during the taxable year in question. If the Fund makes such an election, the U.S. Shareholder will still be treated

as receiving the dividend in the taxable year in which the distribution is made. However, any dividend declared by the Fund in October,

November or December of any calendar year, payable to Shareholders of record on a specified date in such a month and actually paid

during January of the following year, will be treated as if it had been received by the Fund’s U.S. Shareholders on December 31 of the year

in which the dividend was declared.

If an investor purchases Shares shortly before the record date of a distribution, the price of the Shares will include the value of the

distribution and the investor will be subject to tax on the distribution even though economically it may represent a return of his, her or its

investment.

From time to time, the Fund may offer to repurchase its outstanding Shares. Shareholders who tender all Shares held, or considered to be

held, by them will be treated as having sold their Shares and generally will realize a capital gain or loss. The amount of gain or loss will be

measured by the difference between such U.S. Shareholder’s adjusted tax basis in the Shares sold and the amount of the proceeds received

in exchange. Any gain arising from such sale or disposition generally will be treated as long-term capital gain or loss if the U.S.

Shareholder has held his, her or its Shares for more than one year. Otherwise, it will be classified as short-term capital gain or loss.

However, any capital loss arising from the sale or disposition of Shares held for six months or less will be treated as long-term capital loss

to the extent of the amount of capital gain dividends received, or undistributed capital gain deemed received, with respect to such Shares.

In addition, all or a portion of any loss recognized upon a disposition of Shares may be disallowed if other Shares are purchased (whether

through reinvestment of distributions or otherwise) within 30 days before or after the disposition. If a Shareholder tenders fewer than all of

its Shares or fewer than all Shares tendered are repurchased, such Shareholder may be treated as having received a taxable dividend upon

the tender of its Shares. In such a case, there is a risk that non-tendering Shareholders, and Shareholders who tender some but not all of

their Shares or fewer than all of whose Shares are repurchased, in each case whose percentage interests in the Fund increase as a result of

such tender, will be treated as having received a taxable distribution from the Fund. The extent of such risk will vary depending upon the

particular circumstances of the tender offer, and in particular whether such offer is a single and isolated event or is part of a plan for

periodically redeeming Shares of the Fund.
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In general, U.S. Shareholders taxed at individual rates currently are subject to a maximum U.S. federal income tax rate of either 15% or

20% (depending on whether the Shareholder’s income exceeds certain threshold amounts) on their net capital gain (i.e., the excess of

realized net long-term capital gains over realized net short-term capital losses), including any long-term capital gain derived from an

investment in the Shares. Such rate is lower than the maximum rate on ordinary income currently payable by such U.S. Shareholders.

An additional 3.8% Medicare tax is imposed on certain net investment income (including ordinary dividends and capital gain distributions

received from the Fund and net gains from redemptions or other taxable dispositions of Fund shares) of U.S. individuals, estates and trusts

to the extent that such person’s “modified adjusted gross income” (in the case of an individual) or “adjusted gross income” (in the case of

an estate or trust) exceeds certain threshold amounts.

Corporate U.S. Shareholders currently are subject to U.S. federal income tax on net capital gain at the maximum 21% rate also applied to

ordinary income. Non-corporate U.S. Shareholders with net capital losses for a year (i.e., capital losses in excess of capital gains)

generally may deduct up to $3,000 of such losses against their ordinary income each year. Any net capital losses of a non-corporate U.S.

Shareholder in excess of $3,000 generally may be carried forward and used in subsequent years as provided in the Code. Corporate U.S.

Shareholders generally may not deduct any net capital losses for a year but may carry back such losses for three years or carry forward

such losses for five years.

The Fund will send to each of its U.S. Shareholders, as promptly as possible after the end of each calendar year, a notice detailing, on a per

share and per distribution basis, the amounts includible in such U.S. Shareholder’s taxable income for such year as ordinary income and as

long-term capital gain. In addition, the federal tax status of each year’s distributions generally will be reported to the IRS (including the

amount of dividends, if any, eligible for the preferential maximum tax rate on qualified dividend income). Dividends paid by the Fund

generally will not be eligible for the dividends-received deduction or the preferential tax rate applicable to qualified dividend income

because its income generally will not consist of dividends. Distributions may also be subject to additional state, local and foreign taxes

depending on a U.S. Shareholder’s particular situation.

Distributions will be treated in the manner described above regardless of whether such distributions are paid in cash or invested in

additional Shares pursuant to the DRIP. If the Shares are trading below net asset value, Shareholders receiving distributions in the form of

additional Shares will be treated as receiving a distribution in the amount of cash that they would have received if they had elected to

receive the distribution in cash. If the Fund issues additional Shares with a fair market value equal to or greater than net asset value,

however, Shareholders will be treated as receiving a distribution in the amount of the fair market value of the distributed Shares.

The IRS currently requires that a RIC that has two or more classes of stock allocate to each class proportionate amounts of each type of its

income (such as ordinary income, capital gains and dividends qualifying for the dividends-received deduction) based upon the percentage

of total dividends paid to each class for the tax year. Accordingly, if the Fund issues preferred shares, the Fund will allocate capital gain

dividends and dividends qualifying for the dividends-received deduction, if any, between its Shares and shares of preferred stock in

proportion to the total dividends paid to each class with respect to such tax year.

Backup Withholding and Information Reporting

The Fund may be required to withhold U.S. federal income tax (“backup withholding”) currently at a rate of 24% from all distributions to

any U.S. Shareholder (other than a C corporation, a financial institution, or a Shareholder that otherwise qualifies for an exemption):
 

 
•  who fails to furnish us with a correct taxpayer identification number or a certificate that such Shareholder is exempt from

backup withholding; or
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•  with respect to whom the IRS notifies us that such Shareholder has failed to properly report certain interest and dividend

income to the IRS and to respond to notices to that effect.

An individual’s taxpayer identification number is his or her social security number. Any amount withheld under backup withholding is

allowed as a credit against the U.S. Shareholder’s federal income tax liability, provided that proper information is provided to the IRS. The

Fund may be required to withhold a portion of any capital gain distributions to any U.S. Shareholders who fail to certify their non-foreign

status.

Taxation of Non-U.S. Shareholders

Whether an investment in the Fund’s Shares is appropriate for a non-U.S. Shareholder will depend upon that person’s particular

circumstances. An investment in the Fund’s Shares by a non-U.S. Shareholder may have adverse tax consequences.

Non-U.S. Shareholders should consult their tax advisers before investing in Shares.

Distributions of the Fund’s “investment company taxable income” to non-U.S. Shareholders (including interest income and realized net

short-term capital gains in excess of realized long-term capital losses, which generally would be free of withholding if paid to non-U.S.

Shareholders directly) will generally be subject to U.S. federal withholding tax at a 30% rate (or lower rate provided by an applicable

treaty) to the extent of the Fund’s current and accumulated earnings and profits unless an applicable exception applies. If the distributions

are effectively connected with a U.S. trade or business of the non-U.S. Shareholder, the Fund will not be required to withhold federal tax if

the non-U.S. Shareholder complies with applicable certification and disclosure requirements, although the distributions will be subject to

U.S. federal income tax at the rates applicable to U.S. persons. Special certification requirements apply to a non-U.S. Shareholder that is a

foreign partnership or a foreign trust, and such entities are urged to consult their own tax advisers.

Certain properly reported dividends are generally exempt from withholding of U.S. federal income tax where they are paid in respect of

the RIC’s (i) “qualified net interest income” (generally, U.S.-source interest income, other than certain contingent interest and interest from

obligations of a corporation or partnership in which the RIC or the non-U.S. Shareholder are at least a 10% Shareholder, reduced by

expenses that are allocable to such income) or (ii) “qualified short-term capital gains” (generally, the excess of net short-term capital gain

over long-term capital loss for such taxable year), and certain other requirements are satisfied. No assurance can be given as to whether

any of the Fund’s distributions will be eligible for this exemption from withholding of U.S. federal income tax or, if eligible, will be

reported as such by the Fund. In particular, the exemption does not apply to distributions paid in respect of a RIC’s non-U.S. source

interest income or dividend income. In the case of common stock held through an intermediary, the intermediary may withhold U.S.

federal income tax even if the RIC reports the payment as qualified net interest income or qualified short-term capital gain. Thus, an

investment in the shares of the Fund by a non-U.S. Shareholder may have adverse tax consequences as compared to a direct investment in

the assets in which the Fund invests.

Actual or deemed distributions of the Fund’s net capital gains to a non-U.S. Shareholder, and gains realized by a non-U.S. Shareholder

upon the sale of Shares, will not be subject to U.S. federal withholding tax and generally will not be subject to U.S. federal income tax

unless the distributions or gains, as the case may be, are effectively connected with a U.S. trade or business of the non-U.S. Shareholder.

The tax consequences to non-U.S. Shareholders entitled to claim the benefits of an applicable tax treaty or that are individuals present in

the United States for 183 days or more during a taxable year may be different from those described herein. Non-U.S. Shareholders are

urged to consult their tax advisers with respect to the procedure for claiming the benefit of a lower treaty rate and the applicability of

foreign taxes.

If the Fund distributes its net capital gains in the form of deemed rather than actual distributions, a non-U.S. Shareholder will be entitled to

a U.S. federal income tax credit or tax refund equal to the Shareholder’s allocable
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share of the tax the Fund pays on the capital gains deemed to have been distributed. In order to obtain the refund, the non-U.S. Shareholder

must obtain a U.S. taxpayer identification number and file a U.S. federal income tax return even if the non-U.S. Shareholder would not

otherwise be required to obtain a U.S. taxpayer identification number or file a U.S. federal income tax return. For a corporate non-U.S.

Shareholder, distributions (both actual and deemed), and gains realized upon the sale of Shares that are effectively connected to a U.S.

trade or business may, under certain circumstances, be subject to an additional “branch profits tax” at a 30% rate (or at a lower rate if

provided for by an applicable treaty). Accordingly, investment in Shares may not be appropriate for a non-U.S. Shareholder.

A non-U.S. Shareholder who is a non-resident alien individual, and who is otherwise subject to withholding of federal tax, may be subject

to information reporting and backup withholding of U.S. federal income tax on dividends unless the non-U.S. Shareholder provides the

Fund or the dividend paying agent with an IRS Form W-8BEN (or an acceptable substitute form) or otherwise meets documentary

evidence requirements for establishing that it is a non-U.S. Shareholder or otherwise establishes an exemption from backup withholding.

The Fund (or an applicable intermediary) is required to withhold U.S. tax (at a 30% rate) on payments of dividends made to certain

non-U.S. entities that fail to comply (or be deemed compliant) with extensive new reporting and withholding requirements designed to

inform the U.S. Department of the Treasury of U.S.-owned foreign investment accounts. Shareholders may be requested to provide

additional information to the Fund to enable the Fund to determine whether withholding is required.

An investment in the shares of the Fund by an individual non-U.S. Shareholder may also be subject to U.S. federal estate tax.

Non-U.S. persons should consult their own tax advisers with respect to the U.S. federal income tax and withholding tax, and state,
local and foreign tax consequences of an investment in Shares.
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CONTROL PERSONS AND PRINCIPAL HOLDERS OF SECURITIES

A control person is a person who beneficially owns more than 25% of the voting securities of a company. As of January 31, 2022, no

Shareholder, to the knowledge of the Fund, other than KKR, owned beneficially or of record more than 5% of the Shares.

As of January 31, 2022, the trustees and officers of the Fund as a group beneficially owned less than one percent of the Fund’s Shares.

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The financial statements incorporated by reference in this Statement of Additional Information have been audited by Deloitte & Touche

LLP (“Deloitte”) , an independent registered public accounting firm, as stated in their report appearing therein. Such financial statements

are incorporated by reference in reliance upon the report of such firm given upon their authority as experts in accounting and auditing.

Deloitte is located at 555 Mission Street, San Francisco, California 94105.

CUSTODIAN AND TRANSFER AGENT

U.S. Bank, N.A. (the “Custodian”) serves as custodian for the Fund. The Custodian holds cash, securities, and other assets of the Fund as

required by the 1940 Act. The principal business address of the Custodian is 1555 North RiverCenter Drive, Suite 302, Milwaukee,

Wisconsin 53212. U.S. Bank Global Fund Services acts as the Fund’s dividend paying agent, transfer agent and the registrar for the

Shares. The principal address of the transfer agent and dividend paying agent is P.O. Box 701, Milwaukee, Wisconsin 53201.

ADDITIONAL INFORMATION

A Registration Statement on Form N-2, including amendments thereto, relating to the shares offered hereby, has been filed by the Fund

with the SEC, Washington, D.C. The prospectus and this Statement of Additional Information do not contain all of the information set

forth in the Registration Statement, such as the exhibits and schedules thereto. For further information with respect to the Fund and the

shares offered hereby, reference is made to the Registration Statement. Statements contained in the prospectus and this Statement of

Additional Information as to the contents of any contract or other document referred to are not necessarily complete and in each instance

reference is made to the copy of such contract or other document filed as an exhibit to the Registration Statement, each such statement

being qualified in all respects by such reference. A copy of the Registration Statement may be obtained from the SEC upon the payment of

certain fees prescribed by the SEC.

Notice to Non-U.S. Shareholders

The Fund and its shares are only registered in the United States. Regulations outside of the United States may restrict the sale of Fund

shares to certain non-U.S. residents or subject certain Shareholder accounts to additional regulatory requirements. The Fund reserves the

right, however, to sell Fund shares to certain non-U.S. investors in compliance with applicable law. If a current Shareholder in the Fund

provides a non-U.S. address, this will be deemed a representation and warranty from such investor that he/she is not a U.S. resident and

will continue to be a non-U.S. resident unless and until the Fund is notified of a change in the investor’s resident status. Any current

Shareholder that has a resident address outside of the Unites States may be restricted from purchasing additional Fund shares.
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In the course of its business, the Fund (and/or its service providers) may collect, record, store, adapt, transfer and otherwise process

information by which prospective and current natural person investors may be directly or indirectly identified. The Fund shall comply with

all applicable data protection regulation, including the EU General Data Protection Regulation (EU/2016/679) (“GDPR”). For EU resident

Shareholders, personal data will be generally processed to open an account, manage and administer holding(s), including further

subscriptions, redemptions, transfers or conversions, or otherwise as necessary to comply with the Fund’s legal obligations under GDPR.
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FINANCIAL STATEMENTS

The Fund’s financial statements as of October 31, 2021, are incorporated by reference from the Fund’s Annual Report for the fiscal year

ended October 31, 2021 (File No. 811-23474), as filed with the SEC on Form N-CSR on January 6, 2022, and have been audited by

Deloitte.
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APPENDIX A – DESCRIPTION OF S&P, MOODY’S AND FITCH RATINGS

Moody’s Investors Service Inc.—A brief description of the applicable Moody’s Investors Service, Inc. (Moody’s) rating symbols and

their meanings (as published by Moody’s) follows:

1. Long-Term Obligation Ratings

Moody’s long-term obligation ratings are opinions of the relative credit risk of financial obligations with an original maturity of one year

or more. They address the possibility that a financial obligation will not be honored as promised. Such ratings use Moody’s Global Scale

and reflect both the likelihood of default and any financial loss suffered in the event of default.

Moody’s Long-Term Rating Definitions:
 
Aaa:   Obligations rated Aaa are judged to be of the highest quality, with minimal credit risk.

Aa:   Obligations rated Aa are judged to be of high quality and are subject to very low credit risk.

A:   Obligations rated A are considered upper-medium grade and are subject to low credit risk.

Baa:
  

Obligations rated Baa are subject to moderate credit risk. They are considered medium-grade and as such may possess

certain speculative characteristics.

Ba:   Obligations rated Ba are judged to have speculative elements and are subject to substantial credit risk.

B:   Obligations rated B are considered speculative and are subject to high credit risk

Caa:   Obligations rated Caa are judged to be of poor standing and are subject to very high credit risk.

Ca:
  

Obligations rated Ca are highly speculative and are likely in, or very near, default, with some prospect of recovery of

principal and interest.

C:
  

Obligations rated C are the lowest rated class and are typically in default, with little prospect for recovery of principal or

interest.

Note:

  

Moody’s appends numerical modifiers 1, 2, and 3 to each generic rating classification from Aa through Caa. The

modifier 1 indicates that the obligation ranks in the higher end of its generic rating category; the modifier 2 indicates a

mid-range ranking; and the modifier 3 indicates a ranking in the lower end of that generic rating category.

Short-Term Debt Ratings

There are three rating categories for short-term municipal obligations that are considered investment grade. These ratings are designated as

Municipal Investment Grade (MIG) and are divided into three levels—MIG 1 through MIG 3. In addition, those short-term obligations

that are of speculative quality are designated SG, or speculative grade. MIG ratings expire at the maturity of the obligation.

 
MIG 1.

  

This designation denotes superior credit quality. Excellent protection is afforded by established cash flows, highly

reliable liquidity support, or demonstrated broad-based access to the market for refinancing.

MIG 2.
  

This designation denotes strong credit quality. Margins of protection are ample, although not as large as in the preceding

group.

MIG 3.
  

This designation denotes acceptable credit quality. Liquidity and cash-flow protection may be narrow, and market access

for refinancing is likely to be less well-established.

SG.
  

This designation denotes speculative-grade credit quality. Debt instruments in this category may lack sufficient margins

of protection.
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Demand Obligation Ratings

In the case of variable rate demand obligations (VRDOs), a two-component rating is assigned; a long- or short-term debt rating and a

demand obligation rating. The first element represents Moody’s evaluation of the degree of risk associated with scheduled principal and

interest payments. The second element represents Moody’s evaluation of the degree of risk associated with the ability to receive purchase

price upon demand (“demand feature”), using a variation of the MIG rating scale, the Variable Municipal Investment Grade or VMIG

rating.

When either the long- or short-term aspect of a VRDO is not rated, that piece is designated NR, e.g., Aaa/NR or NR/VMIG 1. VMIG

rating expirations are a function of each issue’s specific structural or credit features.

 
VMIG 1.

  

This designation denotes superior credit quality. Excellent protection is afforded by the superior short-term credit

strength of the liquidity provider and structural and legal protections that ensure the timely payment of purchase price

upon demand.

VMIG 2.
  

This designation denotes strong credit quality. Good protection is afforded by the strong short-term credit strength of the

liquidity provider and structural and legal protections that ensure the timely payment of purchase price upon demand.

VMIG 3.

  

This designation denotes acceptable credit quality. Adequate protection is afforded by the satisfactory short-term credit

strength of the liquidity provider and structural and legal protections that ensure the timely payment of purchase price

upon demand.

SG.

  

This designation denotes speculative-grade credit quality. Demand features rated in this category may be supported by a

liquidity provider that does not have an investment grade short-term rating or may lack the structural and/or legal

protections necessary to ensure the timely payment of purchase price upon demand.

2. Short-Term Ratings

Moody’s short-term ratings are opinions of the ability of issuers to honor short-term financial obligations. Ratings may be assigned to

issuers, short-term programs or to individual short-term debt instruments. Such obligations generally have an original maturity not

exceeding thirteen months, unless explicitly noted.

Moody’s employs the following designations to indicate the relative repayment ability of rated issuers:

 
P-1   Issuers (or supporting institutions) rated Prime-1 have a superior ability to repay short-term debt obligations.

P-2   Issuers (or supporting institutions) rated Prime-2 have a strong ability to repay short-term debt obligations.

P-3   Issuers (or supporting institutions) rated Prime-3 have an acceptable ability to repay short-term obligations.

NP   Issuers (or supporting institutions) rated Not Prime do not fall within any of the Prime rating categories.

NOTE:
  

Canadian issuers rated P-1 or P-2 have their short-term ratings enhanced by the senior-most long-term rating of the

issuer, its guarantor or support-provider.
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Standard & Poor’s

A brief description of the applicable Standard & Poor’s (S&P) rating symbols and their meanings (as published by S&P) follows:

Issue Credit Rating Definitions

A Standard & Poor’s issue credit rating is a forward-looking opinion about the creditworthiness of an obligor with respect to a specific

financial obligation, a specific class of financial obligations, or a specific financial program (including ratings on medium-term note

programs and commercial paper programs). It takes into consideration the creditworthiness of guarantors, insurers, or other forms of credit

enhancement on the obligation and takes into account the currency in which the obligation is denominated. The opinion reflects

Standard & Poor’s view of the obligor’s capacity and willingness to meet its financial commitments as they come due, and may assess

terms, such as collateral security and subordination, which could affect ultimate payment in the event of default.

Issue credit ratings can be either long term or short-term. Short-term ratings are generally assigned to those obligations considered short-

term in the relevant market. In the U.S., for example, that means obligations with an original maturity of no more than 365 days, including

commercial paper. Short-term ratings are also used to indicate the creditworthiness of an obligor with respect to put features on long-term

obligations. The result is a dual rating, in which the short-term rating addresses the put feature, in addition to the usual long-term rating.

Medium-term notes are assigned long-term ratings.

Long-Term Issue Credit Ratings

Issue credit ratings are based, in varying degrees, on the following considerations:
 

 
•  Likelihood of payment-capacity and willingness of the obligor to meet its financial commitment on an obligation in

accordance with the terms of the obligation;
 

 •  Nature of and provisions of the obligation;
 

 
•  Protection afforded by, and relative position of, the obligation in the event of bankruptcy, reorganization, or other arrangement

under the laws of bankruptcy and other laws affecting creditors’ rights.

Issue ratings are an assessment of default risk, but may incorporate an assessment of relative seniority or ultimate recovery in the event of

default. Junior obligations are typically rated lower than senior obligations, to reflect the lower priority in bankruptcy, as noted above.

(Such differentiation may apply when an entity has both senior and subordinated obligations, secured and unsecured obligations, or

operating company and holding company obligations.)

 
AAA:

  

An obligation rated ‘AAA’ has the highest rating assigned by S&P. The obligor’s capacity to meet its financial

commitment on the obligation is extremely strong.

AA:
  

An obligation rated ‘AA’ differs from the highest-rated obligations only to a small degree. The obligor’s capacity to meet

its financial commitment on the obligation is very strong.

A:

  

An obligation rated ‘A’ is somewhat more susceptible to the adverse effects of changes in circumstances and economic

conditions than obligations in higher-rated categories. However, the obligor’s capacity to meet its financial commitment

on the obligation is still strong.

BBB:

  

An obligation rated ‘BBB’ exhibits adequate protection parameters. However, adverse economic conditions or changing

circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitment on the

obligation.
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BB, B, CCC,
CC and C:

  

Obligations rated ‘BB’, ‘B’, ‘CCC’, ‘CC’, and ‘C’ are regarded as having significant speculative characteristics. ‘BB’

indicates the least degree of speculation and ‘C’ the highest. While such obligations will likely have some quality and

protective characteristics, these may be outweighed by large uncertainties or major exposures to adverse conditions.

BB:

  

An obligation rated ‘BB’ is less vulnerable to nonpayment than other speculative issues. However, it faces major

ongoing uncertainties or exposure to adverse business, financial, or economic conditions which could lead to the

obligor’s inadequate capacity to meet its financial commitment on the obligation.

B:

  

An obligation rated ‘B’ is more vulnerable to nonpayment than obligations rated ‘BB’, but the obligor currently has the

capacity to meet its financial commitment on the obligation. Adverse business, financial, or economic conditions will

likely impair the obligor’s capacity or willingness to meet its financial commitment on the obligation.

CCC:

  

An obligation rated ‘CCC’ is currently vulnerable to nonpayment, and is dependent upon favorable business, financial,

and economic conditions for the obligor to meet its financial commitment on the obligation. In the event of adverse

business, financial, or economic conditions, the obligor is not likely to have the capacity to meet its financial

commitment on the obligation.

CC:   An obligation rated ‘CC’ is currently highly vulnerable to nonpayment.

C:

  

A ‘C’ rating is assigned to obligations that are currently highly vulnerable to nonpayment, obligations that have payment

arrearages allowed by the terms of the documents, or obligations of an issuer that is the subject of a bankruptcy petition

or similar action which have not experienced a payment default. Among others, the ‘C’ rating may be assigned to

subordinated debt, preferred stock or other obligations on which cash payments have been suspended in accordance with

the instrument’s terms or when preferred stock is the subject of a distressed exchange offer, whereby some or all of the

issue is either repurchased for an amount of cash or replaced by other instruments having a total value that is less than

par.

D:

  

An obligation rated ‘D’ is in payment default. The ‘D’ rating category is used when payments on an obligation,

including a regulatory capital instrument, are not made on the date due even if the applicable grace period has not

expired, unless Standard & Poor’s believes that such payments will be made during such grace period. The ‘D’ rating

also will be used upon the filing of a bankruptcy petition or the taking of similar action if payments on an obligation are

jeopardized. An obligation’s rating is lowered to ‘D’ upon completion of a distressed exchange offer, whereby some or

all of the issue is either repurchased for an amount of cash or replaced by other instruments having a total value that is

less than par.

Plus (+) or
minus (-):   

The ratings from ‘AA’ to ‘CCC’ may be modified by the addition of a plus (+) or minus (-) sign to show relative

standing within the major rating categories.

N.R.:
  

This indicates that no rating has been requested, that there is insufficient information on which to base a rating, or that

Standard & Poor’s does not rate a particular obligation as a matter of policy.

Short-Term Issue Credit Ratings
 
A-1:

  

A short-term obligation rated ‘A-1’ is rated in the highest category by Standard & Poor’s. The obligor’s capacity to meet

its financial commitment on the obligation is strong. Within this category, certain obligations are designated with a plus

sign (+). This indicates that the obligor’s capacity to meet its financial commitment on these obligations is extremely

strong.
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A-2:

  

A short-term obligation rated ‘A-2’ is somewhat more susceptible to the adverse effects of changes in circumstances and

economic conditions than obligations in higher rating categories. However, the obligor’s capacity to meet its financial

commitment on the obligation is satisfactory.

A-3:

  

A short-term obligation rated ‘A-3’ exhibits adequate protection parameters. However, adverse economic conditions or

changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitment

on the obligation.

B:

  

A short-term obligation rated ‘B’ is regarded as having significant speculative characteristics. Ratings of ‘B-1’, ‘B-2’,

and ‘B-3’ may be assigned to indicate finer distinctions within the ‘B’ category. The obligor currently has the capacity to

meet its financial commitment on the obligation; however, it faces major ongoing uncertainties which could lead to the

obligor’s inadequate capacity to meet its financial commitment on the obligation.

B-1:

  

A short-term obligation rated ‘B-1’ is regarded as having significant speculative characteristics, but the obligor has a

relatively stronger capacity to meet its financial commitments over the short-term compared to other speculative-grade

obligors.

B-2:

  

A short-term obligation rated ‘B-2’ is regarded as having significant speculative characteristics, and the obligor has an

average speculative-grade capacity to meet its financial commitments over the short-term compared to other speculative-

grade obligors.

B-3:

  

A short-term obligation rated ‘B-3’ is regarded as having significant speculative characteristics, and the obligor has a

relatively weaker capacity to meets its financial commitments over the short-term compared to other speculative-grade

obligors.

C:
  

A short-term obligation rated ‘C’ is currently vulnerable to nonpayment and is dependent upon favorable business,

financial, and economic conditions for the obligor to meet its financial commitment on the obligation.

D:

  

A short-term obligation rated ‘D’ is in payment default. The ‘D’ rating category is used when payments on an obligation,

including a regulatory capital instrument, are not made on the date due even if the applicable grace period has not

expired, unless Standard & Poor’s believes that such payments will be made during such grace period. The ‘D’ rating

also will be used upon the filing of a bankruptcy petition or the taking of a similar action if payments on an obligation

are jeopardized.
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